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Prologue

SHOW BUSINESS—
A BUSINESS OF BLOCKBUSTERS

n 1999, Alan Horn, new in his role as president and chief oper-
ating officer of the film and television studio Warner Bros,,
embarked on a high-stakes strategy. Entrusted with the power
to decide which movies the studio would make—the coveted
“oreenlighting” decision—he chose to single out four or five so-
called tent-pole or event films—those thought to have the broadest
appeal—among its annual output of around twenty-five movies,
and support those picks with a disproportionately large chunk of
its total production and marketing budget. Other studio heads had
produced daring, big-budget movies before, of course, but no one
had, as Horn put it, “really pursued it as a strategy”—none had, in
other words, dared to make a handful of such big bets each year, at
the expense of the attention lavished on a larger number of smaller
movies. “In the movie business, the product is the same price to
the consumer regardless of the cost of manufacturing it—whether
its production budget is $15 million or $150 million. So it may be
counterintuitive to spend more money,” Horn told me. “But in the
end, it is all about getting people to come to the theater. The idea

was that movies with greater production value should be more ap-
pealing to prospective moviegoers. Audiences respond to movie
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stars, but those lead to higher costs. Audiences respond to special
effects, but those lead to higher costs, too. And you have to let au-
diences know you are there with your movie—really market it as
an event—but that of course further adds to the costs. You can only
do so many of those big films in a given year.”

Over the next few years, as Horn’s strategy played out at War-
ner Bros., another executive was quickly moving up the ranks at a
rival media conglomerate. Jeff Zucker, a former field and executive
producer of The Today Show, climbed up to president and later chief
executive officer of NBC’s Television Group, overseeing what was
then the number-one-rated television network in the United States.
In 2007, after taking the reins at parent company NBC Universal,
he led a push to cut the rising costs of programming at the tele-
vision network—in many ways the exact opposite of Horn’s strategy
at Warner. “We're managing for margins instead of ratings,” as-
serted Ben Silverman, whom Zucker had appointed as co-chair of
NBC Entertainment. Fresh off a career as a high-flying television
producer in his own right, Silverman was seemingly taking all the
right measures to increase profits and reduce risk in his new role
as a network executive: betting less on the most expensive dra-
matic content and instead focusing on intellectual property and
formats that could be acquired at more reasonable prices; relying
less on A-list actors and producers who could command fees of
sometimes hundreds of thousands of dollars per episode; and cut-
ting back on pilots that often came with a price tag several times
that of a regular episode but generally did little to gauge true de-
mand for a new series.

By 2011, Horn could look back on an unparalleled winning
streak: under his leadership, Warner Bros. became the only studio
in history to surpass $1 billion at the domestic box office for eleven
years in a row. All indications are that profits had seen a strong
upward trajectory as well, helped by smash hits such as the Harry
Potter movies, The Dark Knight, The Hangover and its sequel, Happy
Feet, Million Dollar Baby, Ocean’s 11 and its two sequels, and Sherlock
Holmes. Alan Horn’s stock had risen so high that when Walt Dis-
ney in 2012 was looking for a new executive to bring the magic
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back to its troubled studio, it recruited Horn—only a year after his
retirement from Warner Bros.—to take over as Walt Disney Stu-
dios’ chairman. “He’s earned the respect of the industry for driv-
ing tremendous, sustained creative and financial success,” Disney’s
chief executive officer Bob Iger said.

And Zucker? His strategy failed miserably, and in 2010 he was
asked to leave his high-profile job. But the damage had been
done: NBC was farther behind on all the metrics that mattered—
including, by all accounts, the profit margins Zucker and Silver-
man sought most. During Zucker’s tenure, NBC fell from its perch
as the highest-rated television network to fourth place, behind its
three broadcast rivals—ABC, CBS, and FOX—a demise once un-
thinkable for the network that built its reputation on its “must-see”
prime-time lineup. One rival executive labeled Zucker “a case
study in the most destructive media executive ever to exist.” While
that may be too strong a statement, it is clear that his “managing
for margins” strategy had disastrous results.

Warner’s approach, which is the very strategy that NBC sought
to escape, seems to fly in the face of conventional business rules.
Why would film or television executives choose to put themselves
in a position where their company’s overall performance—or even
survival—rests on a few big product launches each year, and let
spending on those products reach levels that make recovering
costs appear almost impossible? Especially in an industry in which
audience demand is fickle and the failure rate is so high, would it
not be more sensible in the long run to forgo these kinds of outsize
investments and instead place a larger number of smaller bets,
closely guard costs, and “manage for margins”?

Quite the contrary: what Warner Bros.,, NBC, and many other
entertainment businesses have found out—often the hard way—
is that a “blockbuster strategy” works. The leading television net-
works, film studios, book publishers, music labels, video game
publishers, and producers in other sectors of the entertainment in-
dustry thrive on making huge investments to acquire, develop, and
market concepts with strong hit potential, and they bank on the
sales of those to make up for the middling performance of their
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other content. That is one of the essential lessons I have learned
from studying these businesses: rather than spreading resources
evenly across product lines (which might seem to be the most ef-
fective approach when no one knows for sure which products will
catch on) and vigorously trying to save costs in an effort to in-
crease profits, betting heavily on likely blockbusters and spending
considerably less on the “also rans” is the surest way to lasting
success in show business.

Blockbuster strategies are certainly not free of risk—even the
biggest productions supported by the highest advertising budgets
can, and sometimes will, fail to create a splash in the market. Just
ask the people who thought investing in the 2012 movie John Carter
was a great idea, or those who felt the television show Lone Star
would make audiences tune in en masse that same year. In today’s
fragile economy, a world in which a high-profile business execu-
tive’s every move is scrutinized by traditional news media and
bloggers alike, appearing to play it safe may be a top priority. But
content producers can't afford to walk away from big bets—doing
so would actually increase their chance of failure in the long run.
The highest-performing entertainment businesses take their chances
on a small group of titles and turn those choices into successes by
investing heavily in their development, supporting them with a
high level of promotional spending, often well in advance of their
release into the marketplace (“coming soon to a theater near you”),
and distributing them as widely as possible. It may not look any-
thing like the way products in other sectors of the economy are
introduced, but it works.

In this book, I will do more than simply present evidence of the
higher returns of blockbuster strategies. I will also try to explain
why they are so effective and describe what is likely to go wrong
when entertainment companies stop playing the blockbuster
game and instead shift their focus to what may appear to be more
risk-averse strategies, much like NBC did. As a professor at the
Harvard Business School, I have studied media, sports, and other
entertainment sectors for a decade. Over the years, I have heard all
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kinds of theories about why the entertainment industry is orga-
nized the way it is, or how it can be run better. And with the ad-
vent of digital technology that makes it possible for virtually
everyone to become a content producer and share their creations
with the world, there is much speculation about how the entertain-
ment landscape might change, for the better or for the worse. “Old
media” are dead in the water, some say. Studios will learn to stop
betting on expensive projects and overpaid actors, instead taking
“more shots at goal” with inexpensive ideas. Musicians will be
freed from the shackles of record labels. Sports leagues will no
longer need the likes of ESPN and will go directly to consumers
via the Web. Once consumers are able to consume whatever they
want, whenever they want it, they will migrate away from the hits.
Or they will opt for the lowest-common-denominator content, ru-
ining our culture. Paying for content is old-fashioned—free is the
future. The list goes on and on.

My goal in this book is to separate fact from fiction—to describe
how the entertainment industry really works, based on an under-
standing of why entertainment executives make the decisions they
make and on actual data about how those decisions play out in the
marketplace. In my role at the Harvard Business School, I am in
the fortunate position to have been granted rare access to executives
who make these kinds of decisions on a regular basis—sometimes
while they are in the process of making them. I have worked on
dozens of case studies of companies and people in film, television,
music, publishing, sports, and other sectors of entertainment, and
have conducted numerous one-on-one interviews and other con-
versations with practitioners (and spent an inordinate amount
of time visiting film premieres, sports events, and other celebrity
get-togethers—the kinds of sacrifices one has to make in the name
of research). Drawing on my observations from the field, as well as
on an expansive body of scholarly research, I will use these pages
to try to get to the bottom of why media executives do what they
do and how their strategies pan out. (If the word scholarly scared
you in this last sentence, please don't worry—I promise to avoid all
mentions of the fancy econometric and statistical techniques that
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were used to analyze sales patterns, and to concentrate squarely
on the results that matter.)

As it turns out, how executives can best deal with risk is simi-
lar across the worlds of film, television, music, book publishing,
sports, and other entertainment sectors. The lessons learned about
blockbusters in film and television also apply to the rest of the
entertainment industry. For instance, as I will show, many of the
principles that underlie Warner Bros.” winning streak also explain
why Grand Central Publishing could seriously consider making
what some dismissed as an outrageously high bid for the rights to
a manuscript about a fluffy creature, seemingly giving the pub-
lisher little more than an outside shot at recovering its investment.
Or how Marvel Entertainment’s Spider-Man, The Avengers, and
other superheroes could turn into Hollywood executives’ safest
bets, leading to great riches for the company. And the same lessons
capture how a certain Stefani Germanotta, also known as Lady
Gaga, could catapult into the public’s consciousness and, in just a
couple of short years, become one of the planet’s biggest celebrities.
Or how a small New York-based record label could give rise to
best-selling band Maroon 5, scoring one hit after another. Across
these case studies, a consistent picture emerges of how businesses
that want to maximize revenues and profits can best approach the
production and marketing of entertainment products. And even
though some cases go back a few years, the underlying issues are
as true today as they were then. Anyone who works in show busi-
ness should take note of these lessons—or, as NBC under Zucker
did, ignore them at their peril.

Those who follow the world of entertainment as fans may find
learning about these principles worthwhile, too, for they will de-
termine what tomorrow’s entertainment offerings will look like.
Some of the lessons may be a bit disheartening to consumers who
dislike the blockbuster mind-set of established entertainment com-
panies and would rather see them invest in more niche offerings or
unproven talent. But the purpose of this book is not to pass judg-
ment on what makes for “good” or “bad” products, or to question
purely creative decisions; there’s no arguing about taste, after all.
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Instead, the focus here is on explaining why entertainment markets
work the way they do and what strategies will help build thriving,
lasting businesses—the kinds of businesses, in other words, that
deliver the types of products that vast numbers of people enjoy.

Zucker and Silverman are long gone at NBC, but the network is
still recovering. It has dramatically changed its approach. After
Zucker’s departure, NBC Universal Television’s new chairman, Jeff
Gaspin, acknowledged that the “managing-for-margins” strategy
had run its course and promised agents, producers, and other tele-
vision industry insiders that the network would be back in the
hunt for the next blockbuster hit. Now “in it to win it,” as Gaspin
put it, NBC’s new goal was to put the best possible programs on
the air. The network has been breaking the bank to do so. For the
fall 2010 television season, it ordered an almost-unheard-of thir-
teen new series, including big-budget series from A-list producers
like J. J. Abrams, Jerry Bruckheimer, and David E. Kelley. The net-
work spent a rumored $150 million in development costs for that
season alone and significantly increased its marketing costs in an
effort to win back viewers. The next season, it further upped the
ante. Taking cues from FOX and its blockbuster hit American Idol,
NBC bet big on the talent show The Voice, paying more than $2 mil-
lion per episode—and found a genuine hit of its own. In fact, helped
by a favorable placement immediately after the 2012 Super Bowl, in
February 2012 The Voice displaced American Idol as America’s top-
rated television series, causing NBC executives to crow about “an
electricity in the building” at the company’s headquarters at Rocke-
feller Center. One top rating for the network does not mean it has
returned to its glory days, but it does appear that NBC’s new ex-
ecutives have a better idea of what it might take to get there.

At Warner Bros., NBC, and many other entertainment compan-
ies, blockbuster strategies often go hand in hand with huge invest-
ments in top creative talent. Movie studios handsomely reward
superstar actors such as Johnny Depp, Jennifer Lawrence, Will
Smith, Kristen Stewart, and Robert Downey Jr. in hopes of convert-
ing fans of those stars into audiences for the studios” productions.
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The same goes for television networks, with lead actors on the most
successful series earning high six-figure salaries for each episode
filmed. The Voice, for instance, was stacked with A-listers when it
launched: the four judges—Christina Aguilera, CeeLo Green, Ma-
roon 5s Adam Levine, and Blake Shelton—were all established
stars in the world of music and could command sizable salaries.

The focus on star talent now extends into virtually all sectors of
the entertainment industry. Openly admitting that he was taking a
page from the book written by major Hollywood studios a year
after Alan Horn started his event-film strategy, a Spanish busi-
nessman single-handedly raised the bar for investments in A-list
talent in the world of soccer. Bringing a show-business mentality
to his renowned soccer club, Real Madrid’s president, Florentino
Pérez, started pursuing what he called his Galicticos strategy, a
reference to the star power of the players he sought to recruit. At
the height of Galacticism, Englishman David Beckham, one of the
sport’s biggest icons, joined a team that was already brimming
with stars from all over the globe. A marketer’s dream, for sure,
but also a very expensive dream. Are the high fees paid for star
talent justified?

A close look at the market for creative talent and the ways in
which studio heads, soccer-club presidents, and other entertain-
ment managers decide on these matters reveals that there are good
reasons to pay top dollar for star talent (and, admittedly, some not-
s0-good reasons). Betting on star talent creates important market-
ing advantages, drawing audiences and sponsors alike. But the
competition for the few stars at the top is so severe that the pres-
sure on entertainment businesses is getting pretty intense: the
truth is that often they can barely afford to compete for the most
sought-after performers, but at the same time they cannot afford
not to do so. The tug-of-war between stars and entertainment com-
panies, with each party vying for a bigger piece of the revenues
and profits generated by blockbuster products, is one of the most
fascinating aspects of today’s entertainment economy—and one
with great consequences for the future of show business.

As with any tug-of-war, offering accurate predictions about
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who ultimately will be victorious requires a thorough understand-
ing of each side’s strengths and weaknesses as well as its strate-
gies. Providing such insights is another major objective of this
book, which is why I take a close look at the business models of
star-focused enterprises like the major Hollywood studios and
Real Madrid. I also give considerable attention to companies that
take a different approach and instead specialize in developing
promising talent into stars. Argentine soccer club Boca Juniors and
Real Madrid’s archrival FC Barcelona, for example, are both famous
for fostering some of the world’s best soccer players. And NBC’s
Saturday Night Live, one of television’s longest-running shows, has
served as a stepping-stone for dozens of A-list comedians, from
Eddie Murphy and Adam Sandler to Jimmy Fallon and Tina Fey.
One axiom becomes very clear: entertainment companies go to
great lengths to gain the upper hand in their ongoing dealings
with creative talent.

Such efforts don't come about in a vacuum, of course: super-
stars and the people who advise them are getting smarter about
wielding their power. Recognizing their outsize value, talented
actors, musicians, athletes, and other performers are pushing for
ever-higher rewards. That, in turn, is putting pressure on the busi-
ness models of studios, record labels, sports teams, and other con-
tent producers. Both sides have gotten ever more creative in their
efforts to negotiate favorable agreements. And so it could come to
be that, in 2006, even when his status as a star actor was first being
challenged, the venerable studio MGM made a stunning move by
offering Tom Cruise a part of a movie studio rather than a partina
movie—an ownership stake in MGM’s United Artists, to be pre-
cise. Or that Russian tennis player Maria Sharapova forged lucra-
tive endorsement partnerships with an impressive set of brands,
leading her to become the highest-paid female athlete in the world
(and beating out a stellar cast of male athletes, too). And that, to
the astonishment of many sports-industry insiders (even before
his much-debated decision to “take his talents to South Beach,” as
he described his move to the Miami Heat), basketball superstar
LeBron James established his own firm to handle all aspects of his
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business ventures and marketing activities, taking a highly inno-
vative approach to sports marketing.

My research shows that there is a clear logic to these develop-
ments, one that can be grasped by closely studying the characteris-
tics of the market for creative talent as well as the talent’s appetite
for risk at different stages of their career. It is a logic that those who
work in entertainment should be intimately aware of, as it yields
lessons about how businesses can best recruit, manage, and re-
ward talent—even if not every decision turns out as well as those
involved might have hoped. It also offers important clues to any
aspiring musician, actor, author, or athlete who wants to discover
the best approach to his or her creative career. For superstars and
lesser-known talent alike, knowing when to pursue which oppor-
tunities is critical, especially because the careers of most creative
people are so short-lived.

All of this now transpires in a media environment that, with
the arrival of the YouTube, Twitter, and Facebook era, is of course
vastly different from what it was when Alan Horn and Jeft Zucker
first dreamed up their strategies, and when Lady Gaga and LeBron
James first emerged on the scene. Undoubtedly, the biggest ques-
tion currently facing entertainment companies is how the rapid
rise of digital technology will affect their bets on blockbusters and
superstars. Because advances in digital technology substantially
lower the cost of doing business, there are good reasons to suspect
that far-reaching changes are on the horizon. New technologies,
after all, make it easier and cheaper for content producers to offer
entertainment goods—just think of the savings that result from
distributing a movie online rather than having to transport physi-
cal prints to theaters all over the world. At the same time, new tech-
nologies, such as sophisticated recommendation engines, make it
less of a hassle for consumers to find and purchase the goods they
want. These effects are especially apparent in the entertainment
sector, where goods like films, television shows, books, and music
can be fully digitized.

Some industry insiders have suggested that digital technology
will spell the end of blockbusters—and, with that, the effective-
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ness of blockbuster strategies. Is the rise of online distribution
channels a sign that soon the “old” rules of the entertainment busi-
ness will no longer apply? Looking at the popularity of sites such
as YouTube that democratize content production and distribution,
one might be tempted to conclude that a “yes” is the only right
answer. But a closer look reveals that the reality isn't quite so
simple. In fact, in today’s markets where, thanks to the Internet,
buyers have easy access to millions and millions of titles, the prin-
ciples of the blockbuster strategy may be more applicable than ever
before. As I will describe in the latter half of this book, there are
fundamental laws of consumer behavior that explain the strategy’s
enduring appeal—the kinds of laws everyone with an interest in
the entertainment industry should be aware of, in other words.
The blockbuster strategy’s continuing importance to the success of
entertainment companies is made abundantly clear in the enor-
mous amounts of data that online channels generate.

Armed with an understanding of the ways in which digital
technology is transforming the markets for entertainment goods,
one can easily see why YouTube has struggled to turn its immense
popularity into a lucrative and sustainable business, and one can
begin to make sense of parent company Google’s push into Origi-
nal Channels. It also becomes evident that NBC's decision to co-fund
Huly, a site focused on offering premium, professionally produced
online video, may have been one of the broadcaster’s smartest
moves in recent years—Zucker deserves some credit for that. (Yes, it
may come as a surprise, but this is not one of those black-and-white,
heroes-and-villains books. Most entertainment executives have their
fair share of successes and failures, and Zucker is no different.)
These same underlying principles even help us see how the in-
novative foray into digital distribution of New York City’s Metro-
politan Opera—specifically, its decision to simulcast live opera to
movie theaters around the world—will affect the market for opera.
One critical lesson here becomes clear: blockbusters will become
more—not less—relevant to popular culture, and blockbuster strat-
egies will thrive.

A second question triggered by the emergence of online channels
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is whether these channels will ultimately undercut the role of es-
tablished content producers and distributors. British band Radio-
head made a splash a few years ago with an album they self-released,
without the help of a record label or retailer, prompting marny indus-
try observers to suggest that other bands could and should release
their work on their own, too. Previously unheralded musicians have
on occasion developed vast fan bases on YouTube and through so-
cial networks, and some self-publishing authors have created huge
demand for their writings online. As digital technologies become
ever more sophisticated and ubiquitous, will creative talent in-
creasingly seize the opportunity to market their creations directly
to consumers? If so, the demise of many established entertainment
companies may not be far off. According to my research, however,
such an extreme scenario is unlikely: it’s virtually impossible for
most creative people to thrive without the benefits that these enter-
prises provide. Still, the rise of do-it-yourself production and dis-
tribution raises critical issues for even the largest entertainment
businesses.

We can learn a lot from content creators and owners who have
used digital channels to deliver their content directly to the con-
sumer. Hulu—co-owned by NBC Universal, News Corp.s FOX,
and Disney’s ABC—is an example here, too. But the world of sports
has perhaps made even bigger waves. Major League w.,m.mmvmzw
digital arm stands out: MLB's executives have embraced the op-
portunities that digital channels afford the league to interact di-
rectly with its fans, scoring with products for a host of different
platforms and operating systems. The National Football League
has taken a strikingly different approach to digital media, but its
strategy has proven just as successful, and the resulting lessons for
how markets for entertainment goods are evolving are remarkably
consistent. All three cases—Hulu, MLB, and the NFL—show how
content producers can use new digital distribution channels to
their advantage. And all three again underline the benefits that
blockbusters provide in that context.

None of this is to deny how disruptive the advances in technol-
ogy can be to the world of entertainment. Piracy, fueled by the
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same low costs of reproduction and distribution that explain digi-
tal technology’s other effects, is often seen as the main culprit. But
other forces—such as consumers’ expectations that prices will in-
evitably come down in digital channels—may be more threaten-
ing. The so-called unbundling of goods in digital channels also
causes headaches for entertainment businesses. For example, now
that all the songs on an album are made available for individual
purchase online, the album bundle is increasingly playing second
fiddle to the individual song. This inversion was unthinkable in a
fully analog world, if only because the costs of separately packag-
ing and shipping songs were prohibitive. Meanwhile, the rise of
massive online retailers and content aggregators with ultrathin
margins has also put tremendous pressure on entertainment com-
panies’ business models.

As a result of all these tumultuous changes, blockbuster strate-
gies will undoubtedly evolve—and what is fascinating is that
some superstars seem to be leading the way. In 2010, in an award-
winning campaign dreamed up by advertising agency Droga),
hip-hop mogul Jay-Z and his manager explored a partnership with
Microsoft for the launch of his memoir, Decoded. A year later, Lady
Gaga, never afraid to innovate, redefined the concept of a major
launch with her Born This Way album. In the years to come, many
more entertainers will surely follow in their footsteps. That’s not
a blind guess—as we'll see, it is a logical conclusion if one consid-
ers both the disruptive effects of digital technology and the factors
that explain the effectiveness of blockbuster bets. Blockbuster
strategies may become more difficult to execute in a digital world,
but, as counterintuitive as it may sound, their relevance only in-
creases. The future of blockbusters in the entertainment economy
shines bright.

And, in fact, blockbuster strategies may increasingly pervade
other sectors of the economy, along with other marketing practices
borrowed from the world of entertainment. So, to conclude the
road map of what’s to come, I will end the book by pointing to par-
ticularly noteworthy examples I have come across in my research
over the years. The nightlife business is a focus here: two of the
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sector’s most successful impresarios are leading a revolution, trans-
forming the business from one that is all about selling bottles—
high-priced alcohol delivered to “table customers” seated at hot
spots in the club—to one that is just as much about selling tickets
to heavily marketed events featuring superstar DJs. But I'll also
point to other examples, from Apple and its big bets in consumer
electronics, to Victoria’s Secret with its angelic-superstar-studded
fashion shows, and to Burberry’s success in taking the trench coat
digital. As these will show, many of the lessons to be learned about
blockbusters not only apply across the entertainment industry—
they even extend to the business world at large.

1 g e e s e
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Chapter One

BETTING ON BLOCKBUSTERS

i n June 2012, less than two weeks after the news of his appoint-
ment as chairman of Walt Disney Pictures had Hollywood in-
siders buzzing, Alan Horn walked onto the Disney studio lot.
The well-liked sixty-nine-year-old executive (“I try to be a nice
person almost all the time, but next to Alan Horn I look like a com-
plete jerk,” actor Steve Carell had joked during Horn's good-bye
party at Warner Bros.) was excited about joining Disney, which he
described as “one of the most iconic and beloved entertainment
companies in the world.” But he also knew he had his work cut out
for him, as Disney Pictures had posted disappointing box-office
results in recent years. In his new role, Horn would oversee pro-
duction, distribution, and marketing of live-action and animated
films from Disney as well as its units Pixar Animation Studios and
Marvel. Horn would have to decide whether the event-film strategy
he had pioneered at Warner was the right approach for his new
employer as well.

After working for producer Norman Lear early in his career
and spending a decade at the helm of Castle Rock Entertainment
(a production firm he had co-founded that was known for creating
the hit television show Seinfeld and films such as A Few Good Men,
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The Shawshank Redemption, and When Harry Met Sally), Horn had
moved to Warner and fostered a different attitude toward risk.
“Other studios made big movies, but no one was doing this on a
consistent basis,” he told me. “In fact, they were afraid of it. Be-
cause the price for movie tickets was fixed, taking on higher costs
seemed a bigger risk.”

Described as “a consensus builder,” Horn went to great lengths
to ensure that his Warner colleagues embraced the event-film strat-
egy. His first event-film pick was The Perfect Storm, Hm_mmmm.a in
2000. “George Clooney was not a big star at the time, and neither
was Mark Wahlberg, but I really liked the story,” Horn recalled.
“We wanted to create the best visual experience for audiences, and
we spent a lot to showcase those in our marketing campaign. [ re-
member I saw an early cut of the trailer and asked, ‘Where is the
storm?’ I wanted a shot of the boat in the storm, with the high seas.
It took half a million dollars, but they made it happen in a week.
We wanted everyone to know this was going to be big. So we had
to have that shot.”

Within a few years, the event-film strategy had taken hold, and
Warner was releasing four or five such movies annually. Horn fo-
cused on what he called “four-quadrant movies™: films appealing
to young and old as well as male and female moviegoers. In 2008,
the studio’s picks included The Dark Knight, Get Smart, Speed Racer,
and, before its release date was moved to 2009, Harry Potter and the
Half-Blood Prince. In 2010, Horn’s last full year in charge, Inception,
Clash of the Titans, and Harry Potter and the Deathly Hallows: Part 1
were among the event films. Each event movie received a higher-
than-average production and marketing budget and generally had
its release date planned years in advance. “The potential upside for
our event films is so enormous that we believed it was worth the
risk,” declared Horn.

The results proved the wisdom of his strategy: under Horn’s
twelve-year leadership, Warner Bros. Pictures, the largest of the six
major Hollywood studios, became the first studio in history to .now-
lect more than $1 billion in theatrical revenues for ten years in a
row. In 2010, the studio was the market leader in films with world-
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wide box-office revenues of $4.8 billion—its biggest haul ever. The
eight Harry Potter films, the most successful motion picture fran-
chise in history, collected $7.7 billion at the worldwide box office.
Warner Bros.” output during this period also included several other
lucrative films, including 300, The Dark Knight, The Departed, Gran
Torino, The Hangover and its sequel, I Am Legend, Million Dollar Baby,
Ocean’s 11, 12, and 13, and Sherlock Holmes.

But Horn's strategy remained controversial precisely because it
seemed so risky. “Making monster projects into profit centers is
no slam-dunk,” wrote one Wall Street Journal reporter, expressing a
sentiment that was widely shared. “Someday soon, one of these
big bets will crash so hard that a studio will be left with a stagger-
ing write-off.” Disney’s own John Carter was a recent case in point:
it had cost an estimated $250 million to produce and likely lost al-
most as much, easily making it 2012s biggest flop. Detractors of
event-film strategies also loved to point to the western Heaven’s
Gate, otherwise known as “the film that sank a studio.” Delayed
for months and beset by cost overruns, the 1980 movie cost a then-
unprecedented $40 million, only to be roundly rejected by both the
press and the public (one influential critic called it “an unqualified
disaster”). United Artists sold only $3 million’s worth of tickets; as
a direct result of the massive box-office flop, the studio collapsed
and was sold off to MGM.

Horn acknowledged the downside of his approach. “The prob-
lem with event movies is that when we fail, it is a colossal failure.”
And for all of his successes, Horn also had his share of misses dur-
ing his long tenure at Warner Bros. “In a good year, a major studio
is happy to bat .500,” he said. “The real goal is overall profitability.”
The countless variables involved in the moviemaking process
plagued every live-action project he decided on. “When Jo Rowl-
ing was selling Harry Potter, she was turned down by a number of

publishing companies. And they were reading it in the medium in
which it would be released! Making a movie is—it’s just ridicu-
lous. We are reading a screenplay, and have to imagine what it will
look like with a certain director, a certain cinematography, and a
certain cast. You say, “‘With Channing Tatum it will look this way,
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but if we go with Matt Damon it will look a different way." It is
such a gut-level decision that it is impossible to define criteria that
can make a studio successful year in, year out.”

Now, with his arrival at Disney, all eyes were on Horn to do just
that: achieve success year in, year out. It didn't help that Disney’s
appetite for big risks was low after the John Carter debacle; making
matters worse, Horn knew he would have to compete head-on
with Warner and the very strategy he had invented. “Other Holly-
wood studios have embraced the event-film strategy, too,” he said.
“So the competition from other major studios for the best ideas,
creative talent, and release dates has only increased in recent
years. We will have to go up against other big movies in our re-
Jease weekends.” Could Horn bring the magic back to the Mouse
House?

Is the event-film strategy—or, as I called it earlier, the “blockbuster
strategy”—really the best approach to making and marketing
entertainment? For major studios like Warner Bros. and for other
large-scale content producers across the different sectors of the
entertainment industry, the answer is an unequivocal “yes.” In
fact, the strategy that Warner Bros. followed is now a common ap-
proach among not just movie studios, but also publishers, televi-
sion production companies, music labels, video game publishers,
and producers in other sectors of the media and entertainment in-
dustry. But before we delve into the explanation for why such a
seemingly risky approach makes sense even in today’s competi-
tive marketplace, let’s take a closer look at the approach taken by
Horn at Warner Bros. and understand the returns that are associ-
ated with it.

Rather than dividing its resources evenly across the products
in its portfolio, a movie studio following a blockbuster strategy al-
locates a disproportionately large share of its production and mar-
keting dollars to a small subset of products in the hope that they
will bring in the lion’s share of revenues and profits. This idea is
dlustrated in the chart that follows. Even amid considerable uncer-
tainty, the studio bets heavily on the most likely hits. It makes
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A Typical Pattern of Blockbuster Investments and Outcomes
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“blockbuster bets”: big-budget productions aimed at mass audi-
ences. Given the nature of the movie-production process—where
the trajectory from acquiring a script or the rights to a property to
finally releasing a movie can easily take four years—the studio has
to make its picks of the most likely winners at a very early stage.
Given the fickle taste of consumers, and given the complexities of
a production process that often involves hundreds of people, that’s
not a simple task. But, the studio’s thinking goes, the rewards will
be worth the risk.

As a way of examining Warner Bros.” strategy, let’s take a look
at the year 2010. The studio released twenty-two films that year,
spending about $1.5 billion in production costs and upward of
$700 million on advertising and other promotional efforts domes-
tically. Warner spent a third of its 2010 production budget on its
three biggest titles—$250 million on Harry Potter and the Deathly
Hallows: Part 1, $175 million on Inception, and $125 million on Clash
of the Titans. Its fourth-biggest investment, the Sex and the City se-
quel, cost another $100 million. Such big bets often feature not
only A-list talent but also elaborate visual effects—spectacular se-
quences, sweeping shots, large-scale sets, multiple locations, and
high-tech stunts, for instance—all of which drive up the picture’s
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costs. If the movie is based on a successful property such as a book
or-a character (as the biggest bets, such as Harry Pottet, often are),
intellectual property rights can also be costly.

“We have made a conscious decision at Warner Bros. to make
four to five movies each year that have a shot at reaching $1 billion
in revenues,” one Warner executive said about the studio’s strat-
egy. “And if you commit a large share of your production resources
to these few movies, it has implications for your other Boim,m\:
Horn explained. “You might make a $60 million movie instead of
a $90 million movie. It is a balancing act.” A television executive
I talked to made essentially the same point. “People are under
the mistaken impression that studios and networks love all their
children equally,” he said. “But because there is only a finite
amount of production and marketing money available, they have
to prioritize.”

At Warner Bros. under Alan Horn, the expectation was that
those movies with the highest costs would also be the titles with
the highest revenues—and the highest profits. In 2010, Warner’s
results lived up to that expectation. Although the top three biggest
bets only accounted for a third of the total production budget, they
were responsible for over 40 percent of the domestic and 50 percent
of the worldwide box-office revenues generated that year. If we
calculate the difference between production expenditures and
box-office revenues, it becomes clear that over 60 percent of the
year’s total surplus came from the studio’s top three investments,
and nearly 70 percent from its top four movies. At the other ex-
treme, the four least expensive movies released in 2010—Flipped,
Lottery Ticket, The Losers, and Splice—accounted for just under 6
percent of total production spending but only 4 percent of domes-
tic and 1 percent of foreign ticket sales, adding next to nothing to
the surplus. Not all of this surplus is profit, of course—for instance,
studios like Warner Bros. share close to half of their revenues with
the theaters that screen their movies. But the pattern is clear: War-
ner’s biggest investments in 2010 delivered the biggest returns.

So far, so good. But was 2010 just a lucky year, one that hap-
pened to be short of one or two big flops that could have seriously
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Warner’s Movie Bets from 2007 through 2011

worldwide
box-office
revenues Harry Potter
- and the Deathl
$1.4 billion Hallows: Part w%
e
$1.2 billion
Harry Potter The Dark Harry Potter
. and the Order Knight and the Deathly
$1 billion of the Phoenix ~ ® :m__os.m Fart 1
e
. . Harry Potter
$800 million ® Inception and the Half-
The Hangover Blood Prince
$600 million wmm i °
The Hangover ° 8| 1Am Legend
$400 mill ¢ es *
million . . ® Sex and the Ci
The w:u_n_ Side N ty ® Terminator Salvation
= ] . L)
$200 million [ b - [ 2 14 “ uimﬁorb.ﬂm: ® Green Lantemn
338 o @ o o Happy Feet Two
40 LE X Spead Racer
50 $50 million $100 million $150 million $200 million $250 million

production budget

The figure plots each of the 119 films that Warner released from 2007 through 2011 (ac-
cording to research firm Rentrak) by its estimated production budget and worldwide
theatrical revenues. For instance, the movie The Hangover cost an estimated $35 million

to produce and yielded close to $470 million in ticket sales (of which $190 million came
in foreign markets).

altered the picture? Are studios like Warner Bros. taking too much
risk with their blockbuster bets? The performance of Warner’s
movies over a longer time horizon certainly does not suggest that
to be the case. In fact, the 2010 results reflect a more general phe-
nomenon. Consider the chart above, which shows the returns on
Warner’s bets from 2007 through 2011, the last five full years of
Horn'’s tenure. During this period, Horn was running his tent-pole
strategy at full force, spending $6.5 billion in production costs. But
he was also facing strong competition from rival studios that were
following his lead with big bets of their own.

At first glance, the chart may look like a random scattering of
data points. The messiness of the data reflects the unpredictability
of the demand for theatrical films. Warner made substantial in-
vestments in a number of well-known franchises, including Harry
Potter and the Batman film The Dark Knight. While several of those
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were highly successful, other big bets stumbled at the box office—
in particular, the $120 million Speed Racer was an unmitigated di-
saster. (Inspired by a Japanese anime series, starring Emile Hirsch,
and released in 2008, it sold well shy of $100 million’s worth of
tickets across the globe.) As for the smaller investments, they seemed
to present the same mix of hits, also-rans, and outright flops. The
Blind Side, The Hangover, and Gran Torino, each costing less than
$40 million to produce, all made a killing at the box office, while
the equally affordable The Assassination of Jesse James, Whiteout,
and Shorts never connected with audiences.

But take a look at the next chart, which groups films more sys-
tematically by their production budgets. Across all films released
over a five-year period, the top 5 percent of films accounted for one-
fifth of the total production costs and more than one-quarter of
worldwide grosses. The top 10 percent of films consumed roughly
a third of the costs but generated more than two-fifths of all
revenues—and accounted for nearly half of the difference between
production costs and revenues. Warner’s biggest investments thus
generated disproportionately high returns. On the other end of the
spectrum, although they sometimes posted big numbers, smaller
investments had little effect on the grand scheme of things. Al-
though the bottom 25 percent of films ranked by their budget (a
group that consists of movies made for just below $30 million) ac-
counted for just 6 percent of costs, they generated only 5 percent of
ticket sales. And the bottom 10 percent of movies had virtually no
impact on sales.

The differences between films at both ends of Warner’s portfo-
lio may seem small in relative terms, but they are huge in absolute
terms. And in the years of its biggest bets, Warner’s total box-office
revenues beat those of its main rivals, proving both that a block-
buster focus pays off and that individual blockbusters can signifi-
cantly lift a content producer’s performance. Some critics might
say that Warner Bros. would have been far less successful in the
mid- to late 2000s if it had not had the Harry Potter franchise or The
Dark Knight. But that is exactly the point: one blockbuster bet can
make a year. The best possible outcome of the blockbuster strategy
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How Warner’s Big Bets Stack Up Against Its Small Bets
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The figure shows how much the 119 movies, when grouped by their production costs,
account for Warner’s production costs, worldwide box-office sales, and the difference
between both (defined as “surplus”). For instance, the top 5 percent most expensive titles

account for 22 percent of the production costs, 28 percent of worldwide revenues, and
therefore 31 percent of the surplus.

is having a film that lifts the entire bottom line. And the way to get
there, my research shows, is by making sizable investments—not by
spreading the available budget across a larger number of smaller
films.

Horn's motivations for pursuing the event-film strategy are tell-
ing. “I was struck by research that shows that the average movie-
goer in the US only sees five or six movies a year,” he told me in
2012. “"And it is even fewer in international territories. Last year,
there were over 120 films released by the six major studios, and
another 80 by the larger independents such as Summit and The
Weinstein Company—that’s hundreds of motion-picture viewing
opportunities. There is a tough selection process going on,” he
said. “That is why having something compelling is so important—
something of high production value, be it because of the story, or
the stars involved, or the special visual effects.” The goal, in other
words, is to stand out from the competition—to win the battle for
attention. That is what the blockbuster strategy is designed to do.
“Even the most die-hard fans will not see more than a movie a
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week,” Horn declared. “You have to make sure it is your movie
they see.”

The success of the blockbuster strategy is even more apparent
when marketing costs are included. Making bigger bets results in
advertising efficiencies. “The advertising expenditures for a movie
that costs $150 million to make are not twice those for a $75 million
movie, even if you saturate the market,” Horn told me. “You need
a certain amount to make sure you can support the film nationally,
just to tell audiences you are out there. That makes marketing the
$75 million movie expensive. But to give it the extra push you ex-
pect for an event movie is not going to cost that much more.”

Although Hollywood studio executives are tight-lipped about
their advertising spending, data that I obtained from an indepen-
dent market research company—one that effectively counts the
advertisements placed in various media (from television and news-
papers to Internet and outdoors) and estimates its value—back up
Horn’s view. Indeed, when we look at Warner’s 2010 movie slate,
advertising the bigger productions was disproportionately cheap,
as captured in the chart on the next page. The top three movies ac-
counted for a third of the production budget, but those films re-
quired only 22 percent of the studio’s $700-million-plus advertising
budget. Promoting Inception ate up the highest number of advertis-
ing dollars—just over $60 million, or about a third of the movie’s
production costs. In contrast, Warner shelled out an extra 75 per-
cent on top of its production budgets to advertise smaller produc-
tions like The Town and Life as We Know It, both made for less than
$50 million. Once again, bigger films emerge as relatively smart
investments.

With the growing importance of global markets, the rele-
vance of blockbuster bets will only increase. “International box
office results are especially strong for event movies,” Horn noted.
“That's where the real growth is. By 2016, the international box of-
fice is projected to be $27 billion, much larger than the domestic
box office at a projected $11 billion.” Because international theatri-
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Production and Advertising Spending;:
Why Warner’s Big Bets Pay Off More
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The figure shows, for Warner’s 2010 movie slate, how much each title received of War-
ner’s total production and advertising budget. For instance, the second-most-expensive
movie released in 2010, Inception, used 12 percent of the production budget but only 8
percent of the advertising budget. Ranked number 18 on the list with 2 percent of the

production budget, the movie Cop Out received as much as 5 percent of the advertising
budget.

cal markets are “under-screened”—meaning that when compared
to the United States, other countries have relatively few theaters to
serve moviegoers—international markets tend to be more selective.
“They want four-quadrant movies, and they want stars or characters
such as Harry Potter that they know,” said Horn. “Those are the
movies that travel well.”

Movies make much of their revenues outside theaters—from
such sources as DVD sales and rentals, streaming rentals, and tele-
vision—which in theory is a way for smaller movies to make up
for the lackluster returns. But in reality, the best predictor of a
movie’s revenues in subsequent distribution channels (or “win-
dows”) is its performance in the theatrical window. “All the ancil-
lary markets are driven by theatrical,” Horn said. “The revenues
from DVD sales are almost directly proportional to box-office rev-
enues. So those ancillary markets do not bail the smaller movies
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out” In fact, when taking into account those other sources of reve-
nues, the effect of bigger investments generating a better payoff is
only magnified.

Properly executing a blockbuster strategy is more than just a
matter of spending more money in order to generate higher rev-
enues, of course—if the game were really that simple, anyone
with deep pockets could be a successful studio head. Instead, it
is about making the right bets. “There is no hope if you just
make a bad movie,” Horn declared. “You can try everything you
want with your release strategy, but if the movie is not good
enough, you are done. You have to have a good idea, and execute
it well”

Luck helps as well. Warner Bros. had heaps of it with its big-
gest blockbuster, Harry Potter, as illustrated by the story of how
Warner came to acquire the rights. “We had the rights to Harry
Potter even before the book was a success in the UK,” Horn told
me. “A woman in the UK happened to buy the book in a store one
day, as a gift for a family member. She liked it so much that she
showed it to her boss, David Heyman, whom she worked for as
an assistant, saying “You have to read this—this is brilliant.” Now
get this: David had a production deal with Warner Bros. And one
of his childhood friends, Lionel Wigram, was an executive with
us. So he pushed us to option it. But nobody knew what they had
until the book exploded, and off we went.” Warner’s good for-
tune did not stop there, Horn recalled: “Before the book became
known, my predecessor offered the Harry Potter property to [rival
studio] DreamWorks in a partnership—and they passed. And
then of course it became a hit, a little rocket ship that was taking
off, and they called back and said, ‘This was offered to us; we
want to be partners with you. But I said, ‘No, you turned it down,

and the offer is off the table’ I had it in writing. Now isn't that
something?”

Harry Potter aside, have Horn and his team sometimes picked
the wrong titles to focus their attention on? Yes. Each time one of
Warner’s big-budget event movies bombed, the studio incurred a
substantial loss. “Speed Racer made a bigger dent in our bottom line
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than any other movie in 2008,” recalled Horn. “The Wachowski
siblings wanted to make a family picture, with bright colors, giving
it a cartoonish feel. It was very costly and, in the end, too big a leap.
But to this day I don't fault them. It could have been the most in-
novative movie in history. You have to take risks.” He added: “You've
got to realize that someone walked into somebody’s office at Pixar
one day, saying they had an idea for an eighty-year-old man and a
ten-year-old kid to take off in a house fueled by a balloon. You can
see people go ‘Wait a minute. .. But they made it anyway, and it
was a tremendous success.” (Up grossed well over $700 million at
the box office.)

And has Horn greenlighted breakout hits that no one at the
studio saw coming? Absolutely. The Hangover, for instance, was
produced for only $35 million, but it pulled down $470 million in
ticket sales, shattering every record for R-rated comedies along the
way. Not surprisingly, Warner turned the sequel into a tent-pole
movie, with a production and marketing budget set accordingly—
this time, the studio took no chances. The same is true for Sex and
the City and its sequel: the first movie was a small bet that per-
formed much better than expected, and the second got the full
tent-pole treatment.

The blockbuster strategy is certainly not risk free, and there are
limits as to how much studios can spend on any given film. But
what is critical to understand is that a studio would be taking a
greater risk if it put more emphasis on movies with lower produc-
tion budgets—if, effectively, it made a larger number of smaller
bets. It may sound counterintuitive, but for a studio like Warner
Bros. those smaller bets could, in a typical year, actually lose the
studio more money than they bring in. Even if some smaller in-
vestments do make money, a dollar spent on a big-budget film will
average a much higher profit.

Another film studio, Paramount, learned these lessons the hard
way—much as NBC did. In the late 1990s, Paramount chose to
steer away from what its management saw as a dangerous reliance
on big bets. It adopted a philosophy of sticking to mid-range bud-
gets and lesser-known stars, and boasted that it would run its
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movie production slate “like an actuary chart.” But while the man-
tra on the studio lot was protecting the downside, the studio’s cau-
tious strategy ultimately had the opposite effect: by early 2004,
Paramount had become known for mostly B-grade films featuring
mediocre talent, and its profits had fallen by more than 30 percent.
Realizing what was happening, Paramount’s executives promptly
reversed course, letting the creative community know that the
studio was once again willing to pay top dollar for its movies, in
part by giving Adam Sandler, Charlize Theron, and other top ac-
tors their highest salaries fo date to star in upcoming movies. “We
intend to relax risk aversion policies and to make more money
available to finance more challenging productions,” said Sumner
Redstone, chairman of Paramount’s parent company Viacom, at
the time.

Only a mighty studio with significant scale and resources can
aggressively pursue a blockbuster strategy—after all, it must be
able to absorb an occasional loss the size of a Speed Racer or The
Adventures of Pluto Nash. (The latter was one of the biggest box-
office disasters of all time, costing a reported $100 million to pro-
duce but generating only $4 million in US theaters in 2002 Like
Warner Bros., Disney’s film studio has the resources to invest in
blockbusters. So don’t expect the studio to dial back its bets on big
movies under Horn’s leadership.

Some of the reasons why the cost of making movies can run into
the hundreds of millions of dollars are easy to understand, but other
investments may be more difficult to comprehend. Film studios or
television networks paying an actor or actress millions of dollars
based on a hunch that audiences will want to see that person star in
a movie or show, for instance, especially when there is no shortage of
people waiting for their shot to make it in show business. Or produc-
ers investing heavily in an untested script just because the subject
matter, be it superheroes or vampires, is “hot.” Can't entertainment
companies consistently avoid such enormous expenses? To find the
answer, it’s useful to consider why entertainment executives often
get caught up in bidding wars. One of the most daring bids in the
world of book publishing may be a good place to start.
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His charming, unassuming personality easily made up for it, but
Dewey Readmore Books, the star of Vicki Myron’s Dewey: The
Small-Town Library Cat Who Touched the World, was one fat cat. A
million-dollar cat, in fact. In 2007, the Manhattan-based publishing
house Grand Central Publishing shelled out $1.25 million for the
rights to the book about the fluffy orange creature, found aban-
doned as a kitten in the returned-book slot of the Iowa public li-
brary in which Myron worked.

Five days before the publisher made the winning bid, Karen
Kosztolnyik, then a senior editor at Grand Central Publishing, re-
ceived a forty-five-page book proposal from Myron’s literary agent,
Peter McGuigan. Impressed by what she read, Kosztolnyik quickly
passed the document on to her boss, Jamie Raab, then senior vice
president and publisher of Grand Central, who was hooked on
Dewey just two pages into the proposal. The following day, they
started the bidding process by offering an advance of $300,000, al-
ready a significant amount for a book by a first-time author. Au-
thor advances in the tens of thousands of dollars were much more
common. (Such advances are payments made against an author’s
royalty, which usually run between 10 percent and 15 percent of
the retail price of a hardcover book.) A frantic bidding war ensued,
during which McGuigan told Kosztolnyik that a second publisher
was shadowing Grand Central’s every move. But Raab urged Ko-
sztolnyik to “do everything humanly possible to buy this book,”
and Grand Central eventually acquired the book in a preemptive
strike, a day ahead of a scheduled auction that would have in-
volved other publishers.

Raab and Kosztolnyik had high hopes for Dewey, billed as the
feline answer to the best-selling Marley & Me: Life and Love with the
World’s Worst Dog, John Grogan'’s 2005 memoir of his misbehaving
Labrador retriever. Marley & Me had garnered critical and com-
mercial success, selling over three million copies to date. Dewey
was no stranger to the spotlight. Over the course of his nineteen-
year life, this unusually resilient cat—named in a contest after the



30 BLOCKBUSTERS

Dewey Decimal System used in most libraries to catalog books—
became a mascot for the library and the town of Spencer, lowa. As
his popularity grew, he even started to attract the attention of tour-
ists and filmmakers, appearing in two documentary films. Shortly
after he died in November 2006—in Vicki Myron’s arms—his obit-
uary ran in more than 250 publications, including USA Today and
the Washington Post. ,

However, this was an unprecedented level of pressure even for
Dewey. When that exceedingly high bid was tendered, the reaction
in many quarters was disbelief. William Morrow, a HarperCollins
imprint, had paid a mere $200,000 for the rights to Marley & Me
back in 2004. Grand Central’s gamble on Dewey immediately
turned the book into one of the publisher’s biggest bets for the year
among its annual output of 275 to 300 books. “It’s stunning, the
advances being paid. If it might be the next Da Vinci Code or the
next Marley & Me, the ante just increases, ” Robert Miller, the presi-
dent of rival publisher Hyperion, said. The proposal did not scream
instant success: typically, cat books are not big sellers. According
to Kosztolnyik’s records, Peter Gethers’s The Cat Who Went to Paris
and Stephen Baker’s How to Live with a Neurotic Cat—next to Matley
& Me the two most comparable titles—had sold only around 30,000
and 120,000 paperback units, respectively. And the book’s main
character had died—making him unavailable for, say, a publicity-
grabbing appearance on Oprah Winfrey’s couch.

“Magical things always happen around Dewey,” Myron said
about her furry friend after the bidding. But with more than a year
until the book was published, it would be a while before Grand
Central learned whether its seemingly outrageous bid for the man-
uscript had been the right move.

The double-or-nothing daring move to acquire Dewey was only
one in a string of big bets made by Grand Central and a host of
other leading publishing houses. Like major Hollywood studios,
book publishers, too, have largely adopted a blockbuster strategy.
In the year before the Dewey gamble, for instance, Grand Central
spent close to 20 percent of its total adult hardcover acquisition
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budget of $40 million on its biggest title alone, and over half of this
budget on the five most expensive titles on its list of roughly sixty
adult hardcover front-list titles. (A publisher’s front list is its cata-
log of new books; its back list contains books that have already
appeared in an initial edition. On average, about 70 percent to 75
percent of a major publisher’s sales comes from front-list titles.)
Grand Central chose to compete this way in a sector where, like
the film industry, the failure rate is high: only about one of every
five new books recovers its costs in the marketplace, and retailers
reportedly return roughly 30 percent of all publishers’ physical
book shipments. While exact rates differ across the various sec-
tors and genres, it generally is the case that, for any given title, the
most probable outcome is a financial loss.

Grand Central’s aggressive pursuit of Dewey may prompt a pru-
dent manager in any other industry to wonder what on earth the
company was thinking. Faced with such low odds of success, why
would Grand Central put itself in the position of having to outsell
all cat books released in recent memory to earn back its seven-
figure advance and make a decent profit? Rather than putting all
their eggs in one basket, wouldn’t the executives at Grand Central
be smarter to place a larger number of smaller bets on a range of
topics or, if the belief in pet books is so strong, commission a num-
ber of books on feline or other creatures? Publishers, like movie
studios and other entertainment nogwmamm\ sometimes seem like
riverboat gamblers. What explains the prevalence of audacious
bets such as the one Grand Central placed on Dewey?

The first thing to understand is that, given the variability in
execution of books, movies, and television series, and given the
constantly shifting tastes of consumers, it is extremely difficult to
forecast demand for any individual new title. Speaking about the
movie _ucmwbmmm\ screenwriter William Goldman once said, “No-
body knows anything.” Executives in the film industry often
quote that famous line, and although it may be too strong a state-
ment, Goldman’s words accurately reflect the frustration of hav-
ing to make a prediction based on just a proposal, a script, or even
a pilot.
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“It is guesswork,” Jamie Raab told me. “To some extent, we are
all just winging it. I have a good track record of picking winners,
but it is far from perfect. No one in this industry has a perfect
score. It really is a crapshoot, albeit an ‘informed’ crapshoot.” The
one useful indicator of potential—and this is a critical notion that
drives much of how entertainment industries operate—is a new
idea’s resemblance along some dimension to an existing hit. But
that is an indicator that, by its nature, is evident to any industry
player, so there is heavy convergence of interest on certain proper-
ties. This, in turn, triggers competitive bidding situations for pro-
posals and soaring fees for the creative people who can bring these
properties to the page, the big or small screen, or indeed to any
mass entertainment medium.

This was the kind of luck that Dewey, in characteristic fashion,
stepped into. Soon after the book proposal started to make the
rounds, many industry insiders compared Dewey to the runaway
hit Marley & Me. The sixth-highest-selling book (fiction or nonfic-
tion) of 2006, it spawned two related children’s titles also written
by Grogan about his rambunctious canine (an adaptation for ages
eight to twelve, Marley: A Dog Like No Other, and the new adventure
Bad Dog, Marley!), a number of other dog books, and even a Holly-
wood movie starring Jennifer Aniston and Owen Wilson. Publish-
ers saw essential similarities in Dewey’s story: it was a touching
story about how an animal could bring out the humanity in people
it encountered, featuring an animal that was much more than
just an average pet. It would surely appeal to pet lovers, many felt.

While executives at Grand Central were careful about making
comparisons between Dewey and Marley—the world is divided
into cat and dog lovers, after all, and every title needs to be judged
on its own merits—the similarities undeniably spurred publishers’
enthusiasm for the Dewey rights. Fearful that the price would reach
astronomical heights at auction, Grand Central snapped up the
book a day before several other publishers would have had their
shot at it. “You can’t underestimate the market out there for people
who love animals,” remarked Kosztolnyik, who would oversee
the editorial process. “Marley & Me has been a publishing phenom-
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enon. I think there are equally as many cat lovers as there are dog
lovers.”

These same dynamics also explain why, when the popular tele-
vision series Sex and the City ended in 2004, not one but two
shows—Lipstick Jungle and Cashmere Mafia—sought to fill the gap
by building a show around three successful professional women
living in New York City. Likewise, the best-selling Twilight series
sparked a renewed interest in vampires, and we have the smash
hit American Idol to thank for the onslaught of talent shows—
including NBC’s The Voice—that fill our television screens.

During Alan Horn’s tenure at Warner, many of the studio’s
event films were based on properties that had established their
value in other domains. Harry Potter, for instance, was a megahit in
book form, and The Dark Knight was based on the Batman comic-
book series. Other event films leaned on formats that had worked
in the past, be they sequels to original films that were a resound-
ing success, such as The Hangover and Sex and the City, or ideas that
featured stars, directors, or writers that have previously scored a
hit. Even Speed Racer fit this pattern, remarked Horn: “The Wa-
chowski siblings had done three Matrix movies which were phe-
nomenally successful, and their next film, V for Vendetta, also made
a fair amount of money. When they, with their track record, said
they wanted to do Speed Racer, it was hard to say no.”

When planning sequels to movie franchises or additional sea-
sons of successful television series, studio executives will strive to
leave a “winning formula” unchanged and thus avoid uncertainty
about how, say, a switch of a lead actor or talent show judge will
pay off. As a result, the costs of production often dramatically in-
crease over time. American Idol is an example: in 2009 Simon Cow-
ell was rumored to have pocketed well over $100 million to extend
his run as a judge on the show for one more year. (He later launched
X Factor, a rival talent show, in the United States.)

With so much money invested in their most promising projects,
entertainment executives will understandably do everything in
their power to make these products a success in the marketplace.
For both its fall/winter and spring/summer lists, Grand Central
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turns a handful of its biggest bets into what Raab calls “focus
books,” which receive a disproportionately high level of attention
and promotional dollars. Of those, a small handful of titles per sea-
son are the all-important “make” books. “We pull out all the stops
to make those books happen,” explained Raab. Focus books will
get more attention from the marketing and sales team, more time
during meetings (such as those with sales representatives), and a
more prominent placement in the publisher’s catalog for retailers.
At Warner Bros., event films not only receive a higher production
and marketing budget; they are also often slotted into the most fa-
vorable opening weekends (such as around Memorial Day in the
United States), and more efforts are dedicated to these films in
dealings with exhibitors, retailers, and other partners. Similarly,
television networks’ biggest bets are given the most valuable times
in the television schedule and more airtime for promotions. The
holy grail here is a spot during the Super Bowl, watched in recent
years by a hundred million viewers—or, even better, airing an epi-
sode immediately after the game, as NBC chose to do in 2012 with
a special episode of The Voice.

To pursue a more cautious strategy seems foolish. After all, if a
product like Dewey, The Dark Knight, or The Voice fails to draw audi-
ences, an entertainment company knows its profitability will be se-
verely hurt. At the same time, the effect is to escalate the company’s
commitment and increase the size of its bet. With such high stakes
and money tied up in a few big projects in the pipeline, the need to
score big with a next project becomes more pressing, and the pro-
cess repeats itself. The result is what I call a “blockbuster trap™ a
spiral of ever-increasing bets on the most promising concepts.

And so it happens that the expenditures required to procure
winning properties can reach bet-the-farm proportions—this ex-
plains why NBC and Paramount were inclined to switch away
from a blockbuster strategy for a time. When a first-time author
can produce a bestseller like The Art of Fielding (a much-praised
novel by Chad Harbach), when a show like American Idol can draw
a huge audience after getting its start in an unfavorable summer
slot amid decidedly modest expectations, and when a no-name
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filmmaker with a minuscule budget can produce a major hit like
The Blair Witch Project or Paranormal Activity, it might seem inadvis-
able to pay so much for material. The race for the next blockbuster
can even stifle innovation: the same tendencies that lead to bidding
wars for projects that resemble past winners work against other
projects that look nothing like them but may have strong merits of
their own. Many movie lovers lament the offerings available to them
in theaters and speak disapprovingly of a market in which nine of
the top ten selling movies in 2011 were sequels of major franchises,
and the tenth, Thor, was based on a comic-book character.

Yet, as much as managers may crave to reduce the risks that go
hand in hand with big bets, and as much as we might want to
criticize entertainment executives for single-mindedly chasing
after winning formulas, forgoing blockbuster bets altogether likely
creates even more problems. What happens if a publisher like
Grand Central decides to stop making large bids like the one it
tendered for Dewey, or when a studio like Warner Bros. forgoes the
kinds of investments associated with its event films? And what
happens if a content producer of any kind walks away from the
most sought-after, and therefore expensive, new properties?

First, when businesses opt out of the blockbuster race, they take
themselves out of the market for the most promising new projects.
Literary agents will stop sending their most sought-after book pro-
posals and movie scripts to such a producer. “If you are constantly
backing out of big-ticket auctions your list is going to hurt,” one
publishing executive told me. “You are going to get a stigma that
you don't play for the big ones, and you are going to get shunned.
Say historically you won't bid more than $2 million on a book, but
an agent thinks they can get $10 million on a project. Why would
they bother letting you into the loop? They will no longer consider
you for what they feel are their best projects.”

Editors at publishing houses work hard to cultivate working
relationships with agents because they tend to be the sources for
the lion’s share of proposals that eventually are turned into books.
Even if a publisher could develop extraordinary competence in
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finding gold in the “slush pile” of thousands of pieces of unsolic-
ited material received each year from aspiring authors, the divi-
dends would be limited. After one success, the talent the publisher
has nurtured would discover the value of an agent, driving up the
advance needed to sign the writer’s subsequent books. The same
need to build relationships and be “in the market” for the best
projects exists in the film business. “Sometimes this industry is
like the mafia—it’s about showing respect,” said one Warner Bros.
executive. Similarly, if a television network starts “managing for
margins” rather than aiming for the widest possible audience,
then agents, producers, and writers may quickly stop considering
that network a good destination for their best projects.

In every entertainment business, a strong lineup of projects is
often key to cultivating the next hit. Consider the world of televi-
sion. Viewership is “sticky”: many viewers will not immediately
switch channels after seeing their favorite program, meaning they
may also end up watching the program in the next slot. In addi-
tion, networks primarily advertise new shows using promotions
they run on their own channels, so that much of a new program’s
viewership is a direct result of the popularity of the other pro-
grams on its channel. Even a casual examination of television sched-
ules over the years reveals strong success-breeds-success trends. It
is no coincidence that ABC launched Grey’s Anatomy and a number
of other successes on a Sunday evening anchored by its breakout
hit Desperate Housewives. Likewise, FOX used American Idol to boost
House, Lie to Me, and most recently Glee. As a result, any smart pro-
ducer sitting on what he or she believes is the next big idea in tele-
vision will prefer to do business with the most popular network,
as that increases the chances of market success. So the more con-
tent producers focus on saving costs rather than driving sales, the
more they lose their bid to contend for the most promising new
projects. :

Second, if a publisher or studio would constantly shy away
from blockbuster bets, the most talented editors, filmmakers, tele-
vision producers, and other creative talent would leave to work for
a company that would let them pursue the projects they thought
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had the highest chances of success. This is not because of the
much-discussed “big egos” of creative workers—a factor often
named in the aftermath of bidding wars. It’s a simple result of the
passion that many media and entertainment professionals bring to
their work—and the fact that careers are built on blockbusters.
Grand Central’s publisher and now president Jamie Raab, for ex-
ample, is known for discovering the best-selling romance novelist
Nicholas Sparks. As a result, Raab receives a steady stream of the
best new love stories from literary agents.

When you work on a project-by-project basis, as most creative
workers do, every project could be your last. Hits buy you extra
time and new opportunities in your career. A few misses here and
there can be overcome: A-list talent is rarely evaluated on a “hit
rate” or “batting average”—the total number of hits, or just the
most recent hit, generally matters more. George Clooney, for in-
stance, became a leading man in the 1990s after his star turn on
NBC'’s popular series ER—at the time, everyone seemed to have
forgotten that he had previously played parts in more than a
dozen television shows that never went anywhere. But people and
projects that have “failure” written all over them often receive the
cold shoulder.

When, in the mid-2000s, a brave producer named Rob Ahrens
wanted to resurrect the 1980 Olivia Ni ewton-fohn roller-disco film
Xanadu—widely seen as one of Hollywood’s biggest debacles
ever—as a Broadway musical, he encountered strong resistance.
Described by influential film critics as “the epic failure to end all
epic failures,” “the most dreadful, tasteless movie of the decade,”
and “truly stupendously bad” (one critic simply warned audiences
to “Xana-don'!”), Xanadu is credited with inspiring the Golden
Raspberry Awards, affectionately known as the “Razzies” and now
an annual celebration of Hollywood’s worst moviemaking. Not the
most likely candidate for a musical adaptation, to say the least.

Although Broadway productions based on box-office hits are
common—Spamalot, described by its makers as a musical “lov-
ingly ripped off” from the successful motion picture Monty Python
and the Holy Grail, is one example—shows based on Hollywood
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flops are rare. Not surprisingly, Ahrens faced numerous obstacles
during his five-year quest for support. “As soon as you say Xan-
adu,” he remarked, “[people] either get it right away, or they look
down on you and then they call the police.” When Ahrens ap-
proached Douglas Carter Beane, his choice for playwright, Beane’s
first response—"“No! Never!"—was not encouraging. “I passed
several times, because it’s a really bad movie,” said Beane, who
initially saw the opportunity as “theater suicide wrapped up in a
nice box.” He added: “My partner said, “That sounds like a resume
stopper.” Another friend of mine said, ‘Do you want to keep work-
ing in this business we call show?"”

Third, by extension, not bidding for sought-after projects makes
it harder to get best efforts from sales and marketing representa-
tives and other employees. After winning the hotly contested
rights to a book like Dewey, Grand Central executives can moHQuﬂ-
fully make the case that this book will beat its competitors. (“It’s
a sure bet to do as well as Marley & Me—why else would everyone
be after it?”’) The same principle holds true in the film industry. As
Horn put it, “It’s really hard to convince marketing Humow_m. to mﬂ
behind a project when they have nothing to sell, whether it is a big
star or a well-known literary property.” Firing up those who will
be involved in the development and marketing process is crucial,
especially because most media titles have only a short wamodz.wb
which to make money and the lion’s share of marketing activity
takes place before their launch—when it is still largely unknown
how audiences will respond. .

Finding and fostering internal champions of projects w.m an :;m.w-
gral part of executing a blockbuster strategy. Raab described their
national sales meeting, held twice a year and attended by all sales-
people, as a “pep rally.” As she told me, “The idea is to have every-
one walk out excited. Our job is to create the conditions to make a
splash in the market—to get people to buy into our romum.?; HEWW.
ing.” Similarly, at Grand Central’s launch meetings, during S&.ET

the company’s projects are formally introduced to internal constitu-
ents from the editorial, sales, marketing, and other departments,
as well as several senior executives of Grand Central’s parent com-
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pany Hachette, “a smart editor will make comparisons with other
successful products [so] everyone understands this is going to be a
big book,” as the director of marketing put it.

Fourth, critically, if entertainment businesses forgo making big
bets on likely blockbusters, they will find their channel power
waning over time. Retailer support is decisive in most media mar-
kets. In the film industry, the number of screens a movie receives
from exhibitors in its first few weeks remains the best predictor of
its revenues. Exhibitors want to see evidence that a movie is wor-
thy of their scarce resources; they like nothing better than to know
that a studio is making a significant push for a film and planning
an extensive marketing campaign. A blockbuster strategy helps
them to use their resources effectively. “Exhibitors totally embrace
the blockbuster philosophy,” said Horn. “They don't bear any of the
costs—whether the movie costs $20 million or $200 million makes
no difference to them. But they do see the benefits of us spending
more. What they want to do is sell popcorn. Blockbuster movies put
a lot more people in seats, which means they sell more popcorn.
That's the beauty of it for them.”

In the book business, a large share of products is bought on
impulse—surveys show that just under three-quarters of the people
entering a bookstore buy a book they did not intend to buy—so se-
curing significant display space with book retailers such Barnes &
Noble is particularly important. These “pile ‘em high and waich ‘em
fly” tactics may seem old-fashioned, but they tend to be very effec-
tive at triggering sales. For television networks, getting buy-in from
local television stations is crucial, and stations often strongly object
to cost-cutting measures that may reduce the likely size of a popular
show’s audience. NBC experienced this firsthand in 2009 when the
network announced that it would move Jay Leno’s new show to the
ten p.m. slot in place of more expensive dramatic content, which sta-
tion managers believe is a better lead-in for local news programs.

The way in which retailers market entertainment products to con-
sumers is driven by the same forces that made Dewey such a pricey
creature. This is noticeable even in the smallest details. If you had
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walked into a Borders bookstore around the time of the book’s
launch, you might have noticed the “Like This? Try These” signs
with one arrow pointing to the bestseller Marley & Me and another
arrow to several books that were similar to that book: The Art of
Racing in the Rain, A Three Dog Life, and Merle’s Door, all books
about dogs. When Dewey hit the shelves, it, too, claimed a spot on
that row—as much a “copycat” strategy as one will ever see. And
so content producers, in turn, try to cater to the marketing strate-
gies of retailers, sometimes going so far as to copy the look of
products. For instance, publishers hoping to speak to the same au-
dience that made Malcolm Gladwell’s The Tipping Point a huge hit
sometimes mimic that book’s distinctive cover design. Gladwell
himself has had no reason to change his winning formula: it’s no
coincidence that his more recent books, Blink and Qutliers, look like
they belong right next to The Tipping Point on the shelf. Many of the
biggest blockbusters spawn knockoffs and imitators: in 2012 the
erotic novel Fifty Shades of Grey prompted the release of such titles
as Fifty Shades of Pleasure and The Ninety Days of Genevieve. (Literary
agent Jonny Geller joked that his agency is now seeing so many
unsolicited erotica manuscripts, they have renamed the “slush pile”
the “blush pile.”)

New channels through which consumers buy books work in
similar ways: Amazon automatically lists comparable books under
the “Customers Who Bought This Item Also Bought” section, which
undoubtedly helps drive sales for those titles. By the same token,
new films and television programs are often described as being
“from the producers that brought you . . .” to highlight similarities
with past winners, and promotions and trailers are placed around
current hits that resemble them in some important way, be it the
story line, central property, or star actor.

The blockbuster-focused marketing of many entertainment
companies did not emerge in a vacuum—it mirrors the way con-
sumers make choices among a wealth of competing entertainment
offerings. Because people are inherently social, they generally find
value in reading the same books and watching the same television
shows and movies that others do. People have a taste for winners:
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if, say, a book is popular and has been widely discussed in the
media, consumers have more reason to read it than they would an
otherwise identical book that has not received such attention.
Compounding this tendency is the fact that media products are
what economists call “experience goods,” that is, audiences have
trouble evaluating them before having consumed or experienced
them. Unable to judge a book by its cover, readers look for cues
as to its suitability for them. A prospective purchaser of Vicki
Myron’s book will thus find it very useful to hear that Dewey is “a
Marley & Me for cat lovers.” Just as publishers do, consumers value
resemblances to past favorites.

No surprise, then, that the blockbuster strategy seemed to work
wonders for Grand Central during the period Dewey was published,
just as it did for Warner Bros. under Alan Horn. In 2006, the year
before the company acquired the book, Grand Central’s fall list con-
sisted of sixty-one adult hardcover front-list titles. Just 20 percent of
those titles accounted for roughly 80 percent of sales and an even
larger share of profits. “The sins of the many are offset by the plen-
tiful of the few,” said one of the company’s financial executives. As
shown in the chart on the next page, the titles on its fall 2006 list
with the highest acquisition costs were for the most part the titles
that delivered the highest revenues—and the highest profits. Re-
sults are even more skewed than for Warner Bros.: the top 10 per-
cent of Grand Central’s titles account for 64 percent of its costs, 72
percent of its net sales, and a staggering 126 percent of its profits.
Remarkably, Grand Central made the lion’s share of its profits on
just one book—and that title was by far its most expensive. The
most popular title that fall cost $7.5 million to develop and market.
The book generated net sales of just under $12 million, and gross
profits of nearly $5 million—out of the nearly $6 million in total
gross profits across the entire list. Meanwhile, as the chart on the
following page also shows, many of the publisher’s small and
mediums-size bets lost money. For instance, the thirty titles that were
cheapest to acquire actually lost an average of $12,000 each. Even
the rare winners among Grand Central’s least expensive books



42 BLOCKBUSTERS

Grand Central Publishing’s Bets in 2006
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The above figure plots each of the sixty-one hardcover books on Grand O.mzc.& Publish-
ing’s fall 2006 front list by its net sales and (development and u”.wwr.muzmv no,#w. (The
publisher asked for the titles not to be identified). The most expensive title on the list cost
over $7.5 million and generated $11.6 million in net sales.

contributed very little to the company’s profitability. And this par-
ticular list is no exception; it is illustrative of the publisher’s results
in other years as well.

As this example again makes clear, the idea of smaller bets be-
ing “safer” is a myth. Blockbuster strategies reliably beat the alter-
native of more risk-averse strategies: the highest-performing
companies in the entertainment and media sector thrive by 5<mm_.?
ing a relatively large proportion of their resources in just a few ti-
tles and then turning those choices into successes by giving them
a higher level of development and marketing support. It may be
partly a self-fulfilling prophecy, but it works. And wmng.pmm the
marginal cost of reproducing and distributing entertainment
products is relatively low—especially compared to their sw-?ﬁ.va
production expenses—and because of the economies of scale in-
volved in advertising campaigns, the advantage of a bestseller, a
box-office champion, or a ratings monster is huge.
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How Grand Central’s Big Bets Stack Up Against Its Small Bets
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The figure shows how much the fall 2006 hardcover titles, when grouped by their
costs, contribute to the publisher’s total costs, net sales, and gross profits. For instance,
the top 5 percent, the most expensive titles, account for just over half of the develop-
ment and marketing costs, 60 percent of net sales, and 118 percent of gross profits.

This does not mean media companies can spend without limits,
of course—especially given the turbulent markets for their prod-
ucts. Book publishers are experiencing uncertain times with the
rise of e-books, broadcast networks see their market shrinking
relative to premium cable channels, and film studios can no longer
count on DVD sales to be the dependable cash cow they once were.
But yielding to an excess of caution and shying away from any at-
tempt to create the next blockbuster with mass appeal may be the
surest way for an entertainment company to lose further ground.

As for Dewey, how did our fat-cat friend fare? Published in Sep-
tember 2008, the book became one of those blockbuster bets that
paid off—and then some. Released at a list price of $19.99, Grand
Central’s big gamble performed beyond any of the executives’ wild-
est dreams. It captured the number one spot on the New York Times
hardcover bestseller list and sold 759,000 copies in just over three
months, making it the sixth-highest-selling adult nonfiction title



44 BLOCKBUSTERS

that year. It sold another 130,000 hardcover copies in 2009, bringing
the total close to 900,000 copies. Having tasted success with cat
books, that same year another Hachette imprint published a chil-
dren’s book by Vicki Myron, Bret Witter, and illustrator Steve
James. Called Dewey: There’s a Cat in the Library, it sold 106,000 cop-
ies. The next year, Myron and Witter launched another follow-up,
Dewey’s Nine Lives: The Legacy of the Small-Town Library Cat Who In-
spired Millions, which offered “nine funny, inspiring, and heart-
warming stories about cats.” At one point, there was even talk of
a movie adaptation starring Meryl Streep as Dewey’s caretaker.

Perhaps the key question is not why entertainment executives
make blockbuster bets—the real puzzle, it seems, is why they con-
tinue to turn out products that are the result of much smaller bets.
After all, the financial payoff from these modest investments looks
decidedly shaky. If tent-pole films consistently generate the high-
est returns for Warner Bros., why does the studio also invest in the
smaller films that make up the large majority of its annual output?
And if Grand Central’s expensive “focus” and “make” books con-
sistently outperform the large majority of other titles on its list,
why even bother with those smaller investments?

A close look at the way successful entertainment companies
operate reveals that both kinds of investments play an important
role in their portfolios. Bigger bets tend to generate the highest
revenues and profits, bring excitement to the company, help build
the brand, and foster future hits. But for a book publisher, a film or
television studio, or another type of media producer to carry out a
blockbuster strategy, smaller bets are needed, too—for a variety of
reasons.

First, smaller investments can serve as test cases. Placing a rea-
sonable number of less expensive bets can help a media producer
discover the next big-hit franchise. In the film industry, sequels are
seen as one the safest blockbuster bets one can make, and smaller
investments may help turn up another film that is ripe for a sequel,
much like The Hangover and Sex and the City. This principle also ap-
plies to actors, directors, and other creative workers. Even if studio
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executives are convinced that a little-known actor is the next Tom
Oﬁ.hm@ asking him to star in a $200 million film in his very first
assignment seems ill advised. Instead, it is more sensible to com-
mence a collaboration with a promising young actor by giving him
a role in a smaller film, one that will allow the studio to learn
whether he is truly capable of “carrying a film” and accomplishing
all that comes with that responsibility, from performing at a Emﬂ
level on the set every day to fulfilling publicity obligations. Being
able to test the appeal of new product formats, from vampire
movies to talent shows, is another advantage. Some product types
Or genres may prove profitable as smaller-scope investments in
their own right, as seems to be the case, for instance, with certain
ultra-low-budget horror films.
Smaller bets can also help a media producer “fill the pipeline,”
thereby keeping companies that help sell the producer’s output
satisfied. For example, a book publisher that delivers a steady
stream of new titles to the market will find it easier to build and
maintain relationships with retailers. That, in turn, may put the
publisher in a position to negotiate steeper discounts, favorable in-
store placements, or other marketing advantages. In the film indus-
try, Warner’s commitment to producing two dozen movies each
year—roughly one Warner Bros. film opens in theaters every other
week—helps it to obtain better agreements with theater owners.
“Our head of domestic distribution would go out and speak with
exhibitors and say, ‘I need your best theater on Wilshire Boulevard
and I need it for four weeks,’” Horn told me. “The exhibitor might
counter that Paramount wants it, too. But then we could say, “‘We
are Warner Bros., here is our lineup for the year, and this is what
we need for this particular movie. It will always be a back-and-
forth in these negotiations, but having the largest number of films
gave us weight in the marketplace, which got us better screens, for
a longer time, and at a better revenue-sharing rate.” Additionally,
a larger number of products often leads to volume discounts in
media buys: the more products they advertise, the more favorable
the advertising rates studios and publishers can secure.
Pursuing a wide range of smaller projects allows studios,
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publishers, and other entertainment businesses to form closer links
with agents, who are involved in the lion’s share of deals for new
products and therefore critical gatekeepers in virtually any enter-
tainment sector. Further, a broad portfolio of properties can attract
needed financing, For a studio like Warner Bros., which under
Horn’s leadership relied on co-financing for nearly all of its projects
but the surest bets like Harry Potter, a broad portfolio can be a use-
ful way to attract outside investors willing to share risk. The studio
takes a distribution fee off the top, and then splits revenues with
those investors. “Some investors may push back on this model, but
they usually don't have the power and the relationships to be an
effective distributor, so we have the upper hand in these talks,”
said Horn. “Again, our scale worked in our favor.”

That smaller bets may allow for more flexibility in dealing with
these industry partners is an added advantage. For example, it is
often easier to move release dates and shift advertising budgets for
smaller-scale projects. Large media producers may buy advertis-
ing time on television months in advance; having smaller projects
to move around can help optimize the use of those resources.

Going for smaller-scale products can enable entertainment com-

panies to build and maintain a favorable critical reputation as well,
which in turn can help them attract sought-after A-list talent and
their projects. If, say, a film studio wants to cast a superstar actor in
an event film, it can be beneficial to have the option of offering that
actor the lead in a smaller “passion project,” one with the potential
to please critics and Academy Award voters. When Warner Bros.
agreed to finance Clint Eastwood's Million Dollar Baby despite the
poor performance of boxing movies in the past—and especially of
boxing movies that revolved around female fighters—no one at the
studio had any idea it would become a box-office hit. If anyone
other than Clint Eastwood had brought the movie to the studio, it
likely never would have seen the light of day (or, rather, the dark-
ness of a theater). Fittingly, when Warner threw Horn a good-bye
party, George Clooney publicly thanked him for “supporting the
things we want to do that studios never want to do.” Smart A-list
actors remember these sorts of gestures and become allies.
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Finally, developing and releasing a number of smaller projects
rm.:um producers spread the fixed costs of their production and dis-
tribution infrastructures. For the major film studios that have ex-
Huwbm%\m lots and dozens of offices around the world as part of their
distribution apparatus, being able to allocate the costs of those
HmmoE,,nmw across a larger number of projects—even if the smaller-
scale projects barely break even—can be a huge benefit. For one, it
helps them fund their blockbuster bets. “Very few entities in zﬂm
world can afford to spend $200 million on a movie,” noted Horn
“That is our competitive advantage.” .

.Ummﬁ:m the advantages of having a broad and varied portfolio
major studios and other large-scale content producers would mz.ocu
ably further tilt their investments toward the bigger projects if
they could. But two key constraints make that &mmnmwn raising the
funds required to produce blockbusters is a constant nﬁ&%ﬁ@m
m.b& finding the ideas that lend themselves to bigger-scale mﬁ.omcn:\

tion and marketing support is never easy. “We were keen to make
more event films, and steadily increased the number over the years,”
E_wﬁ._ said about his time at Warner. “But there aren’t many Emm\m
with global appeal.” What competing entertainment businesses do
matters, too. As Horn pointed out: “There is a limit on good release
dates in a given year.”
And so, as a consequence of all these factors, many of today’s
Hmnmwmw entertainment businesses end up with product portfolios
nou.mpmﬂgm of a few blockbuster investments that require most of
their attention as well as a number of smaller bets. That's riot to say
Emﬁ no other portfolio approach could possibly work. For example
animated movie house Pixar has an interesting approach: from .&m
o.ﬁ_wmﬁ it has focused on a very small number of films at any given
time. Calling Pixar’s strategy a “rifle-shot approach,” Horn de-
scribed its method this way: “They make one movie a year, and
mm.m:% handcraft each one. They are painstaking in their mﬁ_uamumnw
wsz% self-critical, and work for years on one title before releasin :
it.” That focus has paid off: Pixar has churned out one _uox.ommnm
smash hit after another, from Toy Story to A Bug’s Life; Monsters
Inc.; Finding Nemo; The Incredibles; Cars; Ratatouille; WALL-E; Up; mbm



BLOCKBUSTERS
48

Brave. But Pixar is not a stand-alone studio: it operates as a unit at
Disney and is now Horn’s Hmm@obmz&:&w Pixar thus can rely on
the advantages that come with Disney’s Sﬁmﬂ .mnm_.m and ﬁm%mﬂllm.
big plus, for instance, when it Foes to .Emﬁ%s.sob|2 ile con
tinuing to lavish attention on each of its films. . -
Another of Disney’s units—Marvel Entertainment—is also a
provider of a steady stream of huge hits. In fact, even Goﬂm 50 Emﬂ
cats and dogs, comic-book heroes seem to be the mm<o§.m Swmm.ﬂm o-
Hollywood studios in search of the next Eoww_usmﬁma hit. H e HumM
ple behind the huge splash that the first Spider-Man movie made
at the box office in 2002—and much of the superhero QwNm that
followed in its footsteps—know a thing or two about Qmm.ﬁSm and
monetizing hits. The evolution of their business reveals just WOM,\
dominant blockbusters have become and csamamno.amm Q&b%. of the
lessons learned about effective blockbuster portfolio strategies.

In August 2009, Disney announced a $4 billion purchase of Zmzm
Entertainment, which owned and managed n.uzm of the OEWmﬁ an :
most recognizable collections of characters in the mﬂﬁmﬁ_memwwn-
industry. Its proprietary library of thousands of characters, co mnnw
tively known as the Marvel Universe, includes mcmmwvm.ﬂomm mMr
as mqumH-ng X-Men, The Hulk, Daredevil, The wmﬁmrmﬁ e
Fantastic Four, Captain America, and Thor, &._ of which a.amam am_w
veloped for an astonishingly rich trove of comic books dating bac
s.
N ﬁMM H_membmu\m purchase of the company came ﬁomm.ﬁrmw Hmm.mn
Perlmutter, Marvel’s chief executive officer and at the .HBm its big-
gest shareholder, and his now former colleagues Avi Arad ASTM
served as chief creative officer) and Peter Cuneo (who ?mnw&m.
Perlmutter as chief executive officer) had every reason Hﬁo remi-
nisce about a rescue they had staged that none omeZ&m super-
heroes could have pulled off—that of the company itself. Perlmutter
and Arad had made their fortunes as partners in a toy company.
With business experience in sectors such as fiberglass, meMsw-
ceuticals, power tools, and electric shavers, Cuneo was as unlikely
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an entertainment mogul as one can find. But he was an expert at
managing turnarounds, and that was his brief at Marvel when he
joined the company in July 1999. He succeeded beyond all expec-
tations: exactly a decade after Perlmutter and Arad acquired Mar-
vel out of bankruptcy and hired Cuneo, and nine years after it
posted a loss of over $100 million and saw its stock price hover at
around $1, the Disney offer valued Marvel at around $50 per
share. It was a performance that made the feats of both Spider-
Man, with his ability to scamper up the sides of tall buildings,
and The Hulk, with his unparalleled power (and greenness), seem
decidedly mundane.

During that ten-year period, the executives rebuilt Marvel’s
original comic-book publishing business into a profitable division,
and revamped its toy and licensing operations. Marvel lent its char-
acters to twenty movies, including Sony Pictures’ Spider-Man, Uni-
versal’s The Hulk, Twentieth Century Fox’s X-Men, and Lionsgate’s
The Punisher. Many movies recouped their costs by the time they
closed out their domestic runs and went on to post big numbers
in markets across the globe. Fourteen movies made more than $100
million in US theaters alone, six made more than $200 million, and
four made more than $300 million. Remarkably, Marvel's sequels
often outperformed its originals. As a result, worldwide grosses
collected over a decade hovered close to the $7 billion mark.

Marvel also made licensing deals for a wide range of other
products, from video games to apparel and from party items to
food. “We contribute our characters and our knowledge of the
characters, we work hard to find the right partners, and we ap-
prove the products for quality, but we don’t contribute any capital,”
one Marvel executive told me. “We just collect checks.” Perlmutter
added: “It’s a gold mine. Cash just comes in every day.”

Within a few years of Cuneo’s arrival, early doubts about the
company’s business model started to disappear. So did fears that
the company had milked the best gains from its most prominent
characters and might not be capable of further developing lesser-
known superheroes such as Ghost Rider, Iron Man, The Punisher,
and The Fantastic Four to boost growth. “There is no end to our



50 BLOCKBUSTERS

success—we have a great library of characters,” Arad told me in
2004. “1 do feel frustrated by all the revenue that we are just giving
away,” he admitted, pointing to Marvel’s relatively modest share of
the revenues for its motion pictures. For instance, despite Spider-
Man's impressive theatrical box-office gross of over $820 million
worldwide and sales of about 7 million $20 DVDs on the day of its
release in the United States, Marvel received only about $25 million
from Sony Pictures. “We have been focused on activities that re-
quire minimal capital investment on our part,” said Cuneo at the
time. “There are bigger bets to be placed as we move more into the
production and distribution of content—but there could be bigger
rewards, t0o0.”

In 2005, Marvel made its first strides toward that goal by land-
ing $525 million worth of financing courtesy of Merrill Lynch that
allowed it to produce its own film slate, and by giving Paramount
Pictures the right to distribute those movies. Under the terms of
the partnership, Marvel could produce up to ten movies over an
eight-year period, with budgets ranging from $45 million to $180
million per film. Marvel received a fee for producing each film and
would be able to keep all merchandising revenues, while Para-
mount collected a distribution fee of 8 percent of the box-office
revenues for each film. (The deal also applied to any sequels to
these films.) “Marvel has become a marquee entertainment brand,”
Paramount’s chairman and chief executive officer, Brad Grey, said
when the agreement was made public. “It speaks to Marvel’s
strength in the marketplace and the great popularity of its brand
and characters that Marvel can obtain such innovative financing
for its film slate. We are thrilled to partner with them in this new
venture.”

Further evidence of Hollywood’s interest in Marvel’s hit charac-
ters and story lines arrived four years later when Disney pur-
chased Marvel. Despite the high purchase price, the agreement
required Disney to honor Marvel’s ongoing deals with other stu-
dios: Sony’s right to make movies based on Spider-Man—Marvel’s
most sought-after character—lasts into perpetuity, and the deal
with Paramount locked in several other characters. Yet Disney was
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undeterred. As Bob Iger, Disney’s chief executive officer, put it:

. This treasure trove of over 5,000 characters offers Disney the abil-
ity to do what we do best.”

Marvel's reversal of fortunes over the course of a decade—one of
wrm greatest turnaround stories in the entertainment industry and
E.Qmma the business world in general—is a direct result of major
Hwoim studios’ search for the next blockbuster. Basing a new mﬁwa
film on a Marvel character is now one of the surest bets a Holly-
<<ﬁ.vo.a executive can make. Ironically, the only major studio bwﬁ
mining Marvel’s riches is Warner Bros.; its parent company, Time
Warner, owns rival comic-book publisher DC Comics, s\manr is
known for Batman, Superman, and a host of other characters. To-
mmz»m.v Marvel and DC have the market for comic books nogm.HmQ

It is too easy to dismiss Marvel as a company that simply mo“n

lucky with its Spider-Man franchise and since then just banked on
that initial success. But the truth is that every studio head knows
that the first Spider-Man—the highest-grossing film of 2002, and
at the time the tenth-highest-grossing movie ever Soﬁ_asl\aml
single-handedly turned Sony Pictures’ otherwise bleak year into a
mw.mzm:. one. In those early years, Marvel relied just as heavily on its
biggest blockbuster. By my calculations, in fact, Spider-Man ac-
counted for at least half of Marvel’s operating income—measured
across toys, media licensing, and consumer-products licensing—in
2002 and 2004, and at least a third of the company’s operating in-
come in 2003 (when no Spider-Man movie was released).

“It's toys, apparel, school products, games, promotions, pajamas
skateboards, vitamins, lollypops—with Spider-Man, there’s SH,E.\
ally no limit,” one of Marvel’s consumer-products licensing ex-
perts told me. Cuneo agreed: “There is nothing close to
Spider-Man. He is our number one character, with the widest de-
mographic appeal of any fantasy property. His appeal starts with
two-year-old children who wear Spider-Man pajamas and goes up
to consumers in their sixties—they all enjoy Spider-Man. I wish all
our characters were that broad.”

Early successes triggered a superhero craze. As other Marvel
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movies such as Daredevil, X2 (also known as X-Men II), and The
Hulk performed well at the box office in the years following Spider-
Man, and especially as the X-Men and Blade sequels outperformed
their originals—a sign of a franchise having staying power or,
as industry insiders say, “legs”"—Hollywood executives began to
compete ever more intensely for new Marvel characters that could
be brought to the big screen. Marvel executives let the blockbuster
trap work in their favor by pushing for better deal terms in nego-
tiations with studios and other licensing partners. The original
deals for Blade and X-Men stipulated that Marvel would receive a
share of studio profits after all expenses had been incorporated.
But studios had creative ways of calculating those profits that left
only a negligible amount for Marvel—“Hollywood Economics,” as
Cuneo put it. With a few early movie successes under its belt, how-
ever, Marvel was able to negotiate more favorable revenue partici-
pation deals that gave it a share, typically between 3 and 7 percent,
of box-office grosses for its blockbuster movies. This was still only
a fraction of what the partnering studios were able to keep, but a
definite improvement.

Meanwhile, Marvel executives created a business model that
was specifically designed to minimize product-development and
advertising costs—the major financial burdens involved in mar-
keting blockbusters. Minimize those costs for Marvel, that is, and
shift expenses to the studios that were licensing Marvel’s charac-
ters. Here is how it worked. Marvel operated as amini-conglomerate
with divisions focused on comic books, toys, media licensing, and
consumer-products licensing. The company developed its charac-
ters and story lines in its comic-book division, which effectively
served as its research-and-development center, or as its incubator
for ideas. And a highly efficient incubator at that, since comic-book
publishing is relatively cheap and flexible: a typical print run costs
the company only $10,000 to $20,000.

Marvel relied on partnering movie studios to advertise its
brands. The company’s licensing contracts with studios stipulated
that Marvel did not contribute to movie production and marketing
expenses. “Usually we get anywhere between thirty million and
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eighty million dollars in advertising devoted to our movies,” Arad
told me in 2004. “As a result, the word spreads like wildfire—it
leads to worldwide exposure for the Marvel brand and for the
specific character.” Cuneo explained the resulting positive effect
on its brands: “If you have seen our movies, you might get into our
comic books, you might get into our video games, you might buy a
T-shirt with a Marvel character, or you might buy some of the other
consumer products.”

How did Marvel make money? Although the partnering stu-
dios would undoubtedly have preferred otherwise, Marvel re-
tained full control over merchandising rights, which it used to
drive sales in toys and consumer products, the company’s main
sources of revenues. Consumer-products licensing in particular
was—and is—a highly lucrative activity. Costs are incredibly
low: at the time Disney made its move, Marvel’s consumer media
group (which coordinates activities for all consumer products)
consisted of just a few salespeople and assistants, supported by a
dozen or so legal and product-approval specialists. Contracts spec-
ified a minimum guarantee, to be paid to the rights owner regard-
less of the sales of the licensee’s product, and additional royalties if
sales exceeded the guarantee. Not surprisingly, the more the char-
acter was associated with blockbuster content, the higher both
the minimum guarantee and the royalty rate that Marvel could
negotiate. No wonder Perlmutter called it “a gold mine.”

Marvel’s approach to the management of its portfolio of brands
was equally clever. Hollywood studio executives—and producers
in many other sectors of entertainment—know that strong brands
are not created overnight. For every Finding Nemo, which intro-
duced a character that immediately resonated with audiences ev-
erywhere, there are hundreds of properties such as Shark Tale and
Delgo that disappoint. Marvel’s good fortune was that it had an
extensive library of tried and tested characters and story lines to
exploit, and Perlmutter, Arad, and Cuneo recognized this value.
“We don’t want to be a regular studio and come up with new ideas
for movies,” said Arad at the time. “Then we'll be like everybody
else in this hit-and-miss business. That’s a shot in the dark—we
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might as well play blackjack. Somehow the characters have perme-
ated into our culture—that’s our marketing advantage.”

Blockbusters drove growth for other, lesser-known characters,

building Marvel’s portfolio over time. Helped by the fictitious
Marvel Universe, which provided a common historical and contex-
tual background for the company’s characters, the executives em-
phasized the linkages that existed between its hit characters so as
to grow smaller brands. (Elektra, for instance, made an appearance
in the Daredevil movie and later starred in a movie of her own.)
Cuneo explained the nature of the content library this way: “You've
got to think of the forty-seven hundred characters not as individu-
als but as families. We have forty years of Spider-Man stories.
There might be fifty bad guys associated with Spider-Man and
fifty friends. So the Spider-Man family consists of one hundred,
maybe two hundred, properties. The Hulk accounts for another
hundred, while X-Men has about four hundred characters.”

The essential natures of Marvel’s franchise characters, built up
over decades of appearances in comic books, are remarkably simi-
lar. As one Marvel executive put it: “They have some kind of vul-
nerability attached to them. Spider-Man is just a kid with glasses.
Although they have superpowers, our characters are presented as
normal people, with problems that anybody else would have.” Be-
cause its brands are linked and in many respects similar, Marvel
was in an ideal position to capitalize on Hollywood’s search for the
“next big thing” after the Spider-Man movie became a hit. Rather
than fight against a blockbuster trap that was gaining momentum,
the major studios helped to further strengthen Marvel’s overall
brand by pursuing the film rights to many of the company’s other
characters. Some marketing executives even asked for a Marvel-
themed trailer to play just prior to their own films.

Realizing that bigger risks go along with bigger rewards, Mar-
vel executives used their newfound powers to put together the
groundbreaking deal with Paramount and Merrill Lynch—a move
that fit Marvel’s desire to capture more of the upside of its movies,
but one that pitted the company directly against some of its other
studio partners. By 2005, just a few short years after the first two
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Spider-Man movies had together grossed more than $1.5 billion in
worldwide ticket sales, Marvel’s characters had become so sought-
after that it could negotiate innovative financing: the contracts
wﬁ? Merrill Lynch reportedly stated that an insurer would cover
Interest payments in case Marvel would not be able to—in return
for the movie rights to the central character. Have characters serve
as collateral? It is hard to think of a more fitting illustration of the
power of the company’s blockbuster brands.
Further proving the strength of Marvel’s characters, the first
films to come out of the company’s deal with Paramount—TIron
Man, Iron Man 2, Thor, and Captain America—performed well, to-
gether collecting over $2 billion in global box-office revenues, over
three times their estimated production costs. Coming at a time
when Disney was struggling to generate hits of its own, Disney’s
bid for Marvel reflected the major studio’s eagerness—or, given
the billions of dollars involved in the transaction, some might say
desperation—to call some of those blockbusters its own. In Octo-
ber 2010, less than a year after closing the purchase, Disney gained
further control of the Marvel portfolio by buying Paramount out of
its worldwide marketing and distribution rights for The Avengers
and Iron Man 3, in return for at least $115 million in distribution
fees. Before long, no one at Disney had any regrets about the in-
vestments: in 2012, the first Avengers movie raked in a staggering
$1.5 billion in tickets; in 2013, Iron Man 3 also crossed the $1 billion
mark. Whatever the further fortunes of Marvel’s resilient superhe-
roes, the evolution of the company and its new life as a subsidiary
of Disney underlines Hollywood’s reliance on the kind of colossal
hits that only Marvel’s superheroes and Hollywood's smartest ex-
ecutives can make happen.
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winner-take-all markets where being “average” is not good enough
and scale is critical, where smart firms make blockbuster bets
and put all their weight behind making those bets catch on with
consumers, and where top-ranked individual performers—true
superstars—are critical to success and may capture most of the
rewards that are up for grabs. All in all, it is time to rewrite Ir-
ving Berlin’s 1954 blockbuster There’s No Business Like Show
Business—the business world at large, it turns out, can learn quite
a bit from the entertainment industry.

NOTES

In this book, I draw on hundreds of in-depth interviews I have conducted with enter-
tainment executives, talent, and other personalities over the course of nearly a decade.
Many of these interviews were a part of the case studies I developed in my role as a
professor at the Harvard Business School; some interviews were conducted exclusively
for the book. As is standard procedure with Harvard Business School cases, the inter-
viewees have had a chance to review their quotes. The detailed notes below refer to the
individual case studies.

Ialso rely on my analyses of sales and other quantitative data on the entertainment
industry. Some of my findings have been published in scholarly articles in academic
journals. The notes below provide information on both the data sources and the corre-
sponding journal articles, and often provide additional details on the analyses.

Prologue: Show Business—a Business of Blockbusters

1 as Horn put it, “really pursued it as a strategy”: Unless otherwise indicated, I ob-
tained the quotes in this book from personal interviews.

3 "He's earned the respect of the industry for driving tremendous: Dawn C.
Chmielewski, “Alan Horn Could Revive Walt Disney Studios’ Magic,” Los Angeles
Times, June 1, 2012.

3 One rival executive labeled Zucker “a case study in the most destructive; Maureen
Dowd, “The Biggest Loser,” New York Times, January 12, 2010.

7 tocrow about “an electricity in the building” at the company’s headquarters: James
B. Stewart, “NBC Finds a Winner in The Voice,'” New York Times, March 2, 2012.

Chapter One: Betting on Blockbusters

15 InJune 2012, less than two weeks after the news of: This section is partly based on:
Gary Pisano and Alison Berkley Wagonfeld, “Warner Bros. Entertainment,” Har-
vard Business School Case 610-036. I identify each quote used from this case sepa-
rately, but I think a wider acknowledgment of their work is appropriate. My own
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interviews with Alan Horn, which are the source for the large majority of his quotes
in the book, were conducted before he commenced his new role at Disney Pictures.
15 Disney Pictures had posted disappointing box-office results: Ryan Nakashima,
“Disney Says ‘John Carter’ to Lose $200 million,” Associated Press, March 19, 2012.
16  Described as “a consensus builder,” Horn went to great lengths: Patrick Goldstein,
“Alan Horn: Can Disney’s New Boss Reinvent the Studio?,” Los Angeles Times, 24

Frames blog, June 1, 2012.
16  The results proved the wisdom of his strategy: Warner Bros. press releases, boxof

ficemojo.com.

17 "Making monster projects into profit centers is no slam-dunk: Merissa Marr, “War-
ner’s Event Movie Bet,” Wall Street Journal, June 1, 2004.

17  Detractors of event-film strategies also loved to point to the western: Steven Bach,
Final Cut: Dreams and Disaster in the Making of Heaven's Gate (New York: William Mor-
row & Co., 1985); “Review of ‘Heaven’s Gate,'” Chicago Sun-Times, January 1, 1981.

17 “In a good year, a major studio is happy to bat .500: Gary Pisano and Alison Berk-
ley Wagonfeld, “Warner Bros. Entertainment,” Harvard Business School Case
610-036.

18 "It is such a gut-level decision that it is impossible to define”: The last sentence of
this quote comes from ibid.

19 The studio released twenty-two films that year, spending about $1.5 billion: I esti-
mated production budgets mentioned in this section using a variety of sources, in-
cluding interviewees and other industry experts, boxofficemojo.com, the-numbers
.com, imdb.com, annual reports, and trade magazines. Assessing production budgets
is unavoidably an inexact science, though, so the numbers cited should be regarded
as approximations. I obtained (proprietary) data on advertising spending from Kan-
tar Media; I did not receive such data directly from Warner Bros. or any other studio.

20 “We have made a conscious decision at Warner Bros.: Gary Pisano and Alison
Berkley Wagonfeld, “Warner Bros. Entertainment,” Harvard Business School Case
610-036.

20  Although the top three biggest bets only accounted for a third: I obtained domestic
box-office data from Rentrak, and international box-office estimates from boxoffice
mojo.com.

20 At the other extreme, the four least expensive movies released in 2010: Several of
these movies were only distributed by Warner Bros. and not produced by Warner
Bros. And although a twenty-third film, Pure Country 2, was a part of its slate that
year, too, I have excluded it here because it saw virtually no theatrical release and
was largely distributed in DVD format. Including the film would make the distri-
bution of revenues and profits across films even more skewed.

21  The figure plots each of the 119 films that Warner: To construct the sample, using
data provided by Rentrak, I first compiled a listing of all Warner Bros. movies that
were theatrically released in the five-year window from January 1, 2007, through
December 31, 2011, and then excluded rereleases and IMAX movies. I used various

sources to compile the necessary data: domestic box-office revenues from Rentrak;
foreign box-office revenues from boxofficemojo.com; and production-budget esti-
mates from interviewees and other industry experts, boxofficemojo.com, the
numbers.com, imdb.com, annual reports, and trade magazines.

22 The Blind Side, The Hangover, and Gran Torino: The Blind Side was distributed by Warner
Bros. but produced by Alcon Entertainment.

23  The figure shows how much the 119 movies, when grouped: To illustrate the basic
relationship between costs and revenues, I define “surplus” as the difference be-
tween worldwide box-office revenues and production expenditures. The metric is
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not meant to be taken literally as the profits that flow to the studio;
stance, that the metric does not account for the studio’s a i
wba the revenue share that the studio pays the theater.

24 “The mn_qm.ﬂcmwzm expenditures for a movie that cost $150 million to make:
HM MV mﬂq%%% costs, which in the film industry come in the form of prints (or

f the * @ more expensive film may be distributed more widel i

more prints are needed, but, again, distributin 2 more expensivi t SmmaE.._m
cost efficient. When films are fully digitally &mm»n._u&m&. Ewrmbm Mxﬂ”dnmmhmmvﬂmﬁ”

for in-
dvertising expenditures

Thesameis

25  The figure shows, for Warner's 2010 movie slate: | obtained data on advertisi

radio, and outdoor.

o . . g I 4 - 7
28 r<m intend to Hmwwx HHmW aversion Ucrnumm“ Hummm:—CC t (S
x v ] nt Se s Its uu.ﬂw.CHm in the mwmﬂm\

28  The latter was one of the bj i i
t box- i i
borotcmmpe: ggest box-office disasters of all time: As estimated by
) . .
8 MW.M.MmMm the most daring bids in the world of book publishing: 1 have earlier dis-
s .?._Mou% of nrmmm arguments in an article on blockbuster bets in book publish-
» E_.m.or i m. wm«mm\. Eo_.nwvnﬁmn or Bust,” Wall Street Journal, January 3, 2009
s MHMMWE&MEEﬁ ﬁman_nﬂ.ﬁ\ easily made up for it: This section is based on:
2 T mm«.mmnmm MEWEM%EMW: Harvard Business School Case 508-036.
€115 of thousands: For more information on the stru
of thous cture of
Mﬂmﬂmmﬂﬂmmﬂ M:a WM publishing industry more generally, see; Albert N m_.MnM
ishing Industry, 2nd ed. (Hillsdale NJ: Lawren 5 ;
Book Industry Study Group, * Yoy sl dion
¥ P, “Book Industry Trends 2006 T3 _
brary and Book Trade Almanac Slsted,, edi Mot N
; ! ., edited by Dave Bogart {(Medford, NT-
tion Today, Inc,, 2006); and Stan s "] 5 e
e ) dard & Poor’s Industry Surveys: Publishing,” March
29 Marley mm Me had garnered critical and commercial success:
“ Immw. of ‘Marley’s’ Success,” LISA Today, April 29, 2007,
2 wM_\:ES 3.9.32‘ a HarperCollins imprint, had paid: Ibid.
e M M«Fnzﬁmﬁ the mad.mdnmm being paid: Motoko Rich, “Jowa Library’s Cat Has a
i C Wnoa Lifeasa Biography,” New York Times, April 4, 2007,
4 .Mumcmnﬁm to ﬂomwﬁ&nﬁ#w records, Peter Gethers' The Cat Whao Went to Paris: These
a are from Nielsen BookScan, the most com rehensi i ;
industry sales. BookScan does not cov i g o ion o
S er all retail > i
Ple of a retailer that is excluded. e
31 A publisher's front list is its catal
og of new books: 's, “
) o Publishing” Mot o mocwm 0ks: Standard & Poor’s, Industry
MHMM«..M._QMHH_ %MMJHMMEHUMH this way in a sector where: The Association of
TS collects monthly and annual d
» L ( i3 &l data on book returns,
Mﬁ sixth Fm#mm?mmcﬁm book (fiction or nonfiction) of 2006: [ am m:amzmmswo Al
5 _.Mno _ME. his help in securing these Nielsen BookScan data.
and when i i i
s %o b%}wmaﬁwmﬁww”“hwmw saMM u_.:Omb:mnEm budget: The Blair Witch Project cost
only $60, generated close to $250 million in worldwide box
ary -office
Mﬂ_ﬂm“w mﬂnﬂﬂuﬁmﬂng cost only $15,000 to produce and generated nearly $200
o worldwide. Even Puraniormal Activin, 4 )
; : ', made fi illi
= mﬁgﬁmﬁm m.cm times its production budget in its opening im@_\amam alone e,
mmmmwwawo<Mn _%cmam lament the offerings: These nine films were Harry Potter and
Iy Hallows: Part 2, Transformers: Dark of the Moon, The Twilight Saga: Breaking
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Dawn—Part 1, The Hangover Part II, Pirates of the Caribbean: On Stranger Tides, Fast Five,
Mission: Impossible— Ghost Protocol, Cars 2, and Sherlock Holmes: A Game of Shadows.

36 “Sometimes this industry is like the mafia: Gary Pisano and Alison Berkley Wagon-
feld, “Warner Bros. Entertainment,” Harvard Business School Case 610-036.

37 When, in the mid-2000s, a brave producer: This paragraph is based on: Anita El-
berse, “Xanadu on Broadway,” Harvard Business School Case 508-062.

37 Described by influential film critics as “the epic failure: Roger Ebert, “Xanadu” Re-
view, Chicago Sun-Times, September 1, 1980; Clark Collis, “Why People Love ‘Xan-
adu,’” Entertainment Weekly, July 6, 2007.

38 “As soon as you say Xanadu,” he remarked: Clark Collis, “Why People Love Xan-
adu,”” Entertainment Weekly, July 6, 2007.

38 When Ahrens approached Douglas Carter Beane: John Berman and Ted Gerstein,
“Can Broadway Fix ‘Xanadu'?,” ABC News, July 9, 2007.

40 Literary agent Jonny Geller joked that his agency: Sex Story: Fifty Shades of Grey,
Documentary, Channel 4, United Kingdom.

42 The above figure plots each of the sixty-one hardcover books: These data came
directly from Grand Central Publishing; the sample covers all books on the pub-
lisher’s fall 2006 front list.

42 because of the economies of scale involved in advertising campaigns: In video
games, Activision Blizzard is an interesting example. Its three key franchise titles—
Call of Duty, World of Warcraft, and Skylanders—accounted for approximately 73
percent of its net revenues and, according to the game publisher, “a significantly
higher percentage” of its operating income in 2011. (Source: Activision’s 2011 An-
nual Report.)

43  The figure shows how much the fall 2006 hardcover titles: Here, “costs” include the
author’s advance and royalty payments, printing and binding, freight and ship-
ping, and marketing. “Net sales” are the net copies sold multiplied by the cover
price, and taking into account any retailer discounts. “Gross profits” are the net
revenues (which cover net sales and any subsidiary rights) minus paper, printing
and binding, freight and shipping, marketing, and total author earnings.

44 Called Dewey: There's a Cat in the Library, it sold 106,000 copies: Again, I am indebted
to Al Greco for his help in securing these Nielsen BookScan data.

44 At one point, there was even talk of a movie adaptation: Michael Fleming, “Meryl
Streep to Star in ‘Library Cat” Actress Purrs for New Line’s ‘Dewey,”” Variety, No-
vember 12, 2008.

45 Additionally, a larger number of products often leads to volume discounts: Savings
on advertising are especially likely if studios can buy television advertising time on

the so-called up-front advertising market (as opposed to the “scatter market”). A
larger scale facilitates such media buys.

46 Large media producers may buy advertising time on television months in advance:
Most television advertising is sold on the up-front market, which takes place in
May each year, when the networks present their program lineups for the upcoming
season.

48 In August 2009, Disney announced a $4 billion purchase: This section is based on:

Anita Elberse, “Marvel Enterprises, Inc.,” Harvard Business School Case 505-001.
48 As Disney’s purchase of the company came together: “Marvel May Need Heroic
Help,” Wall Street Journal, June 29, 2004; “Shareholder Scoreboard: Leaders and Lag-
gards in the Rankings,” Wall Street Journal, March 8, 2004.
50 In 2005, Marvel made its first strides toward that goal: Marvel Enterprises, “Marvel
Launches Independently Financed Film Slate with Closing of $525 Million Non-
Recourse Credit Facility,” press release, September 6, 2005.
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